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LETTER  OF  TRANSMITT/ L 


The  White  House, 

January  20,  1959. 

To  the  Congress  of  the  United  States: 

I  present  herewith  my  Economic  Report,  as  required  by  Section  3(a) 
of  the  Employment  Act  of  1946. 

In  preparing  this  Report,  I  have  had  the  advice  and  assistance  of  the 
Council  of  Economic  Advisers.  I  have  also  had  the  advice  of  the  heads  of 
e.xecutive  departments  and  independent  agencies  of  the  Government.  I  set 
forth  below,  largely  in  the  language  of  the  Report  itself,  what  I  consider  to 
be  its  salient  conclusions  and  recommendations . 

Economic  Recovery  in  1958 

When  the  Economic  Rejwrt  was  submitted  to  the  Congress  in  January 
19.')8,  a  contraction  in  production  and  employment  that  had  started  some 
six  months  earlier  was  still  under  way.  The  decline  proved  to  be  sharper 
than  the  19.53-.54  recession,  but  it  did  not  last  as  long.  A  recovery  began 
in  May  19.^8,  and  by  the  end  of  the  year  most  of  the  ground  lost  had  been 
regained.  Gross  national  product,  our  broadest  measure  of  the  Nation's 
output  of  goods  and  serv’ices,  was  at  an  annual  rate  of  $453  billion  in  the 
fourth  quarter  of  the  year.  In  dollars  of  constant  purchasing  power,  this 
was  almost  equal  to  the  highest  output  attained  in  the  pre-recession  period. 
Nearly  a  million  more  people  were  at  work  in  December  1958  than  in  July, 
after  allowance  for  seasonal  changes.  Although  the  number  of  persons  un¬ 
employed  was  above  4  million  in  December,  it  was  1  million  below  the  highest 
unemployment  hgure  reached  during  the  recession.  Wage  and  salary  income 
and  consumer  spiending  were  at  an  all-time  high,  and  the  index  of  consumer 
prices  had  been  virtually  stable  for  six  months,  although  about  2  piercent 
higher  than  a  year  earlier. 

Economic  Policies  in  1957-58 

The  events  of  the  last  18  months  show  again  the  considerable  capacity 
of  our  economy  to  resist  contractive  influences  and  to  hold  a  downturn 
within  fairly  narrow  limits. 

Many  factors  contribute  to  this  capacity.  Chief  among  them  are  the 
industry  and  resourcefulness  of  our  people,  the  strength  and  resiliency  of  our 
free  competitive  institutions,  and  the  continuing  opieration  in  the  American 
economy  of  powerful  forces  making  for  long-term  growth. 

Also  of  importance  are  features  of  our  economic  system  that  moderate 
the  impact  of  contractive  influences  on  personal  income,  and  thus  help  to 
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maintain  demand.  Increasingly,  our  people  work  in  industries  and  occu¬ 
pations  that  are  not  readily  affected  by  moderate  economic  declines.  And 
such  reductions  in  income  as  do  result  from  lower  production  and  employ¬ 
ment  are  offset,  to  a  considerable  extent,  by  supplementary  payments,  not¬ 
ably  by  those  made  under  the  Federal-State  system  of  unemployment 
insurance. 

Governmental  actions  also  played  an  important  role  in  nuxlerating  the 
recession  and  helping  to  bring  about  a  prompt  and  sound  recovery.  Mone¬ 
tary  and  credit  policies  were  employed  vigorously  to  assure  ample  supplies 
of  credit.  Legislation  was  enacted  to  k-ngthen  temporarily  the  pericxl  ol 
entitlement  to  unemployment  benefits.  Numerous  actions  were  taken  to 
spur  building  activity.  Steps  were  taken  to  accelerate  Federal  construction 
projects  already  under  way  and  to  speed  up  projects  supported  by  Federal 
financial  assistance.  Activities  under  a  number  of  Federal  credit  proyrams. 
in  addition  to  those  in  the  housing  field,  helped  counter  the  recession.  .And 
the  acceleration  of  defense  procurement,  which  was  being  undertaken  in 
line  with  national  security  policy,  exerted  an  expansive  effect. 

The  1957-.58  recession  shows  that  the  major  emphasis  of  Federal  policies 
to  counteract  an  economic  downturn  should  be  placed  on  measures  that 
will  act  promptly  to  help  shift  the  balance  of  economic  forces  from  con¬ 
traction  to  recovery  and  growth.  Though  an  effective  contribution  can  bt- 
made  by  the  acceleration  of  public  construction  projects  already  under  way, 
little  reliance  can  be  placed  on  large  undertakings  which,  however  useful 
they  may  be  in  the  longer  term,  can  be  put  into  operation  only  after  an 
extended  interv’al. 

The  1957-.58  experience  is  also  a  reminder  that  there  is  no  simple  pr<-- 
scription  for  corrective  action  which  can  be  applied  with  only  minor  varia¬ 
tions  in  every  business  downturn.  It  emphasizes  the  importance,  in  a 
situation  in  which  powerful  corrective  forces  are  at  work,  of  avoiding  hasty 
and  disproportionate  actions,  such  as  tax  reductions  that  needlessly  endanger 
the  prospects  of  future  fiscal  balance  and  prejudice  the  orderly  revision  of 
the  tax  structure. 

As  production,  employment,  and  income  moved  upward  in  19""',  the 
economic  policies  of  Government  became  increasingly  concerned  with  keep¬ 
ing  the  recovery  on  a  sound  basis  and  promoting  a  sustainable  long-term 
expansion.  Monetary  and  credit  policy  was  shifted  with  a  view  to  limiting 
the  expansion  of  bank  credit  to  a  sustainable  pace.  The  large  financing  op¬ 
erations  of  the  United  States  Treasury  are  being  conducted  with  a  view  to 
enhancing  the  basic  stability  of  our  financial  system  and  promoting  sound 
economic  growth.  And  the  fiscal  operations  of  Government  are  moving  in 
the  direction  of  restoring  a  balance  between  outlays  and  in:omes  and  thereby 
countering  potential  inflationary  tendencies. 

The  Economic  Outlook 

As  1959  opens,  there  is  reason  for  confidence  that  the  improvement 
in  business  activity  which  began  in  the  second  quarter  of  last  year  will 
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be  extended  into  the  months  ahead.  Factors  that  influence  decisions 
on  business  capital  outlays  have  become  more  favorable,  and  an  upturn 
in  these  expenditures  may  already  be  under  way.  Residential  construction 
outlays  should  contribute  further  to  economic  expansion,  especially  if  favor¬ 
able  action  is  taken  by  the  C'on^ress  on  recommendations  made  in  the 
Report  to  provide  a  steadier  and  more  assured  flow  of  private  funds  into 
morttiaijes.  .Sales  of  United  .States  products  in  forei^n  markets  may  increase 
as  the  pace  of  business  activity  abroad  (piickens  and  the  trade  position  of 
primary  prcKlucin^  countries  is  improved.  I'he  combined  outlays  of  Fed¬ 
eral,  State,  and  local  government  units  will  continue  to  rise.  Under  the 
impact  of  these  developments,  the  lic|uidation  of  inventories  should  soon 
come  t(^  an  end;  indeed,  the  gaj)  between  current  sales  and  stepped-up 
pKKiuction  schedules  may  already  have  been  closed.  The  effect  of  these 
favorable  factors  on  employment  and  income  can  be  expected  to  enlarge 
the  markets  for  consumer  goods  and  thereby  to  reinforce  the  conditions 
making  for  over-all  economic  expansion. 

,•1  Pto<^iam  for  Economic  Growth  with  Stable  Prices 

Our  objective  must  be  to  establish  a  firm  foundation  for  extending  eco¬ 
nomic  growth  with  stable  prices  into  the  months  and  years  ahead.  This  will 
not  ( ome  about  automatically.  To  attain  our  goal,  we  must  safeguard  and 
improve  the  institutions  of  our  free  competitive  economy.  These  are  basic 
to  .-Xmerica’s  una.ssailable  economic  strength.  We  must  wage  a  relentless 
battle  against  impediments  to  the  fullest  and  most  effective  use  of  our 
human  and  technological  resources.  We  must  provide  incentives  for  the 
enlargement  and  improvement  of  the  facilities  that  supplement  human 
effort  and  make  it  increasingly  productive.  Finally,  an  indispensable  con¬ 
dition  for  achieving  vigorous  and  continuing  economic  growth  is  firm  con¬ 
fidence  that  the  value  of  the  dollar  will  be  reasonably  stable  in  the  years 
ahead. 

.Action  to  meet  these  challenges  is  required  on  many  fronts,  by  all  groups  in 
our  society  and  by  all  units  of  government. 

The  individual  consumer  can  play  an  important  part  by  shopping  care¬ 
fully  for  price  and  (piality.  In  this  way  the  American  housekeeper  can  be 
a  powerful  force  in  holding  down  the  cost  of  living  and  strengthening  the 
jjfinciple  that  good  values  and  good  prices  make  good  business. 

Businessmen  must  redouble  their  efforts.  They  must  wage  a  ceaseless 
war  against  costs.  Production  must  be  on  the  most  economical  basis  pos¬ 
sible.  The  importance  of  wide  and  growing  markets  must  be  borne  in  mind 
in  setting  prices.  Expanding  markets,  in  themselves,  promise  economies 
that  help  keep  costs  and  prices  in  check. 

Leaders  of  labor  unions  have  a  particularly  critical  role  to  play,  in  view 
of  the  great  power  lodged  in  their  hands.  I’heir  economic  actions  must 
reflect  awareness  that  the  only  road  to  greater  material  well-being  for  the 
Nation  lies  in  the  fullest  realization  of  our  productivity  p)otential  and  that 
stability  of  prices  is  an  essential  condition  of  sustainable  economic  growth. 
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The  terms  of  agreements  reached  between  labor  and  management  in 
wage  and  related  matters  will  have  a  critical  bearing  on  our  success  in 
attaining  a  high  level  of  economic  growth  with  stable  prices.  It  is  not 
the  function  of  Government  in  our  society  to  establish  the  ternis  of  these 
contracts,  but  it  must  be  recognized  that  the  public  has  a  vital  interest  in 
them.  Increases  in  money  wages  and  other  comp<‘nsation  not  justified 
by  the  productivity  performance  of  the  economy  are  inevitably  inflationars’. 
I'hey  impose  severe  hardships  on  those  whose  incomes  are  not  enlarged. 
They  jeopardize  the  capacity  of  the  economy  to  create  jobs  for  the  expand¬ 
ing  labor  force.  They  endanger  present  jobs  by  limiting  markets  at  home 
and  impairing  our  capacity  to  compete  in  markets  abroad.  In  short,  they 
are,  in  the  end,  self-defeating. 

Self-discipline  and  restraint  are  essential  if  reasonable  stability  of  prices 
is  to  be  reached  within  the  framework  of  the  free  competitive  institutions 
on  which  we  rely  heavily  for  the  improvement  of  our  material  welfare.  If 
the  desired  results  cannot  be  achieved  under  our  arrangements  for  deter¬ 
mining  wages  and  prices,  the  alternatives  are  either  inflation,  which  would 
damage  our  economy  and  work  hardships  on  millions  of  Americans,  or  con¬ 
trols,  which  are  alien  to  our  traditional  way  of  life  and  which  would  he  an 
obstacle  to  the  Nation’s  economic  growth  and  improvement. 

The  chief  way  for  Government  to  discharge  its  responsibility  in  helping 
to  achieve  economic  growth  with  price  stability  is  through  the  prudent 
conduct  of  its  own  financial  affairs.  The  budget  submitted  to  the  Con¬ 
gress  for  the  fiscal  year  1960,  which  balances  expenditures  with  receipts 
at  a  level  of  $77  billion,  seeks  to  fulfill  this  responsibility.  If  Govern¬ 
ment  spending  is  held  within  the  limits  set  in  the  proposed  budget,  the 
growth  of  our  economy  at  the  rate  that  may  be  exp>ected  would  make  it 
possible  in  the  reasonably  foreseeable  future  to  provide,  through  a  signifi¬ 
cant  further  step  in  tax  reform  and  reduction,  added  incentives  and  means 
for  vigorous  economic  growth  and  improvement. 

Governmental  actions  in  other  areas  can  also  help  to  maintain  price  sta¬ 
bility  as  our  economy  expands.  The  Congress  will  be  requested  to  amend 
the  Employment  Act  of  1946  to  make  reasonable  price  stability  an  explicit 
goal  of  Federal  economic  policy,  coordinate  with  the  goals  of  maximum 
production,  employment,  and  purchasing  power  now  specified  in  that  Act. 
Steps  will  be  taken  within  the  Executive  Branch  to  assure  that  governmental 
programs  and  activities  are  administered  in  line  with  the  objective  of 
reasonable  price  stability,  and  programs  for  the  enlargement  and  improve¬ 
ment  of  public  information  on  prices,  wages  and  related  ( osts,  and  produc¬ 
tivity  will  be  accelerated. 

The  many  continuing  programs  of  Government  that  promote  the  ex¬ 
pansion  and  improvement  of  our  economy  will  be  administered  vigorously. 
Also,  new  legislation  will  be  requested  to  strengthen  competitive  forces,  to 
enhance  personal  welfare,  to  promote  integrity  in  labor-management  re¬ 
lationships  and  to  foster  better  industrial  relations,  to  assist  local  areas 
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experiencing  heavy  and  persistent  unemployment,  to  make  more  effective 
use  of  the  large  Federal  expenditures  relating  to  agricultural  price  support, 
to  promote  conditions  favorable  to  trade  among  nations,  and  to  assist  in 
the  economic  growth  and  development  of  the  Free  World. 

Favorable  consideration  of  these  legislative  prop)osals  by  the  Congress 
will  materially  help  to  achieve  the  goals  of  vigorous,  orderly,  and  sustain¬ 
able  economic  progress  within  a  framework  of  reasonable  price  stability. 

All  of  our  people,  in  view  of  their  broad  common  interest  in  promoting 
the  Nation’s  economic  strength,  can  fully  support  this  program. 

Dwight  D.  Eisenhower. 
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Chapter  1 

The  Lessons  of  Recession  and  Recovery  in  1957-58 

TI7HEN  I'HE  ECONOMIC  REPOR  1'  was  submitted  to  the  Congress 
in  January  1958,  the  American  economy  was  in  a  recession  that  had 
started  about  six  months  earlier.  The  decline  was  still  moderate,  but  it 
was  gaining  momentum  and  spreading  to  additional  areas  of  the  economy. 
The  Economic  Report  gave  an  a(  count  of  the  recession  as  it  had  developed 
to  the  turn  of  the  year,  and  expressed  the  view  that  the  underlying  strength 
and  regenerative  fx)wers  of  our  fr»*e  competitive  system,  supported  by 
appropriate  pri\ate  and  public  policies,  might  be  expected  to  bring  the 
decline  to  an  end  soon  and  to  restore  the  economy  to  an  upward  path.  The 
lecession  did,  in  fact,  halt  in  .\pril  1958.  By  May,  a  recovery  was  under 
way;  and  before  many  months  had  passed,  most  of  the  ground  lost  during 
the  decline  had  been  regained.  .Xs  1958  ended,  we  were  moving  toward 
new  high  levels  of  production  and  employment. 

The  present  Economic  Report  therefore  reviews  the  greater  part  of  a 
full  economic  cycle.  Chapter  2  describes  the  extent  of  the  contraction 
and  how  it  started,  what  helped  to  keep  it  within  narrow  limits,  how- 
recovery  began  and  developed,  and  what  the  economic  situation  was  at  the 
end  of  the  year.  Chapter  3  summarizes  the  Government  actions  that  helped 
to  shorten  the  decline,  to  reduce  the  severity  of  its  impact,  and  to  promote 
a  sound  recovery.  .And  Chapter  4  proposes  a  program  for  promoting 
economic  growth  on  a  sustainable,  inflation-free  basis. 

These  major  divisions  of  the  Report  are  presented  in  fulfillment  of  the 
explicit  requirements  of  the  Employment  Act  of  1946.  But  it  is  useful  also 
to  consider  what  broad  lessons  may  be  learned  from  the  events  of  the  past 
year  and  a  half  as  guides  for  the  future.  What  do  these  events  tell  us 
about  how'  our  economy  responds  to  contractive  influences,  about  the  role 
that  Government  can  usefully  play  in  se'  king  to  moderate  economic  fluctua¬ 
tions,  and  about  the  problems  that  .Americans  must  face  in  the  years  ahead 
in  striving  to  achieve  high  and  sustainable  rates  of  economic  growth, 
unmarred  by  inflation?  These  questions  are  treated  in  the  present  chapter. 

The  Economy's  Capacity  to  Resist  Recession 

In  many  respects,  the  most  important  lesson  taught  by  the  recent  recession 
is  that  a  competitive  economic  system  has  remarkable  power  to  resist  con¬ 
tractive  pressures  and,  without  an  extended  interruption  of  growth,  to  stage 


a  good  recovery.  The  inherent  features  of  our  economy  that  make  this 
possible — its  strength  and  resiliency — are  due  mainly  to  our  free  compt'titive 
institutions,  to  the  stability  of  our  institutions  of  saving,  banking,  and  finance, 
and  to  the  character  of  our  people,  notably  their  industry  and  resourcefulness 
and  their  capacity  to  take  a  confident  and  balanced  view  of  the  Nation’s 
economic  prospects.  Other  sources  of  strength  are  due  to  c«‘rtain  long-term, 
structural  changes  in  our  economy — which  have  resulted  in  gi owing  per¬ 
centages  of  .American  workers  being  employed  in  industries  and  occupations 
not  readily  affected  by  an  economic  downturn- — and  to  certain  changes  in 
business  practices,  notably  long-term  planning  for  the  enlargement  of 
operations. 

Our  economy  is  also  aided  in  resisting  recession  by  features  that  tend  to 
moderate  the  impact  of  a  decline  in  economic  activity  on  the  flow  of  income 
to  individuals  and  thus  on  the  volume  of  spending  for  consumption.  'I'he 
most  important  of  these  is  the  Federal-State  unemployment  insurance  system, 
under  which  payments  are  made  to  individuals  out  of  work.  In  addition, 
our  system  of  graduated  personal  income  taxes  cushions  the  impact  of  an 
over-all  decline  in  income  on  the  amounts  available  for  spending  on  consumer 
goods  and  for  savings. 

These  features  of  our  economy,  which  were  clearly  evident  in  the  Iffiy-.'ifi 
recession,  have  certain  implications  for  public  policy  that  are  worthy  of 
special  note.  First,  the  capacity  of  our  economy  to  withstand  contractive 
influences  provides  time  for  regenerative  processes  to  make  the  adjustments 
needed  for  sound  recovery,  and  for  the  counteractive  measures  taken  by 
Government,  jointly  with  factors  making  for  long-term  growth,  to  make 
their  effects  felt.  Where  necessary,  efforts  should  be  made  to  strengthen 
these  features  of  our  economic  system. 

Second,  the  major  emphasis  of  Federal  countercyclical  policy  should  tx' 
placed  on  measures  that  will  result  in  prompt  action  to  help  promote  a  shift 
in  the  balance  of  economic  forces  from  contraction  to  recovery  and  growth. 
Though  a  useful  contribution  can  be  made  by  the  acceleration  of  public 
works  projects  that  are  already  under  way  or  are  ready  to  be  started,  little 
reliance  can  be  placed  on  large  undertakings  which,  however  useful  they 
may  lx*  in  the  longer  term,  can  be  put  into  operation  only  after  an  extended 
interval  of  planning.  By  the  time  they  are  fully  under  way,  they  may  exert 
excessive  demand  on  an  economy  that  has  already  recovered. 

Third,  in  contrast  to  large-scale  public  works,  monetary  and  credit  policy, 
used  vigorously,  can  produce  prompt  and  significantly  helpful  results. 
Although  the  easing  of  credit  does  not  affect  all  parts  of  the  economy  to  the 
same  degree,  it  works  broadly,  is  promptly  reversible,  and  makes  its  impact 
felt  without  entailing  direct  governmental  intervention  in  the  affairs  of 
business  concerns  and  individuals. 

Finally,  the  capacity  to  resist  short-term  fluctuations  can  be  increased  by 
Government  actions  to  strengthen  the  factors  that  make  for  long-term 
economic  growth — vigorously  competitive  markets,  research  and  develop- 
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merit  activity,  and  heightened  incentives  for  all  Americans  to  work,  save, 
and  invest.  It  is  on  these  factors  that  we  depend  most  heavily  for  the  thrust 
that  lifts  the  economy  from  recession  to  recovery  and  for  the  stimulus  to 
continuing  economic  expansion  and  improvement. 

Policy  Implications  of  Diffkrf.nces  Among  Economic  Cycles 

.\lthough  all  economic  cycles  have  certain  common  characteristics,  each 
is  uniriue  in  character  and  follows  a  course  that  varies  in  significant  respiects 
from  its  predecessors.  I'hese  distinctive  characteristics  must  be  taken  into 
account  when  governmental  jxilicies  intended  to  help  reverse  a  recessional^' 
trend  are  formulated. 

'I’he  need  to  do  this  was  especially  evident  in  the  1957-58  recession.  It 
liad  b<‘en  preceded  by  a  major  expansion  in  producti\e  capacity  without 
a  corresfKinding  increase  in  utilization,  so  that  when  the  downturn  began 
there  was  ample,  if  not  temporarily  excess,  capacity  in  a  number  of  impiortant 
industries.  In  contrast,  the  expansion  of  capacity  prior  to  the  1953  down¬ 
turn  had  been  matched  by  a  roughly  equivalent  increase  in  production. 
Similarly,  the  American  consumers’  requirements  for  a  broad  range  of  goods 
were  more  nearly  satisfied  when  business  activity  turned  down  in  1957  than 
they  had  been  when  activity  began  to  recede  in  1953.  Sales  of  automobiles 
reached  an  exceptionally  high  level  in  1955,  aided  by  a  sharp  easing  of 
instalment  credit  terms.  In  1953-54,  production  of  Western  European 
nations  was  expanding  rapidly,  world  commodity  prices  were  relatively 
stable,  and  international  trade  was  continuing  to  rise.  In  1957-58,  on 
the  other  hand,  industrial  activity  in  Western  Europe  tended  to  level  off, 
( ommodity  prices  weakened,  and  international  trade  turned  downward  for 
the  time  being. 

These  differences  naturally  affected  the  character  and  extent  of  the  recent 
decline.  Busine.ss  exp<-nditures  for  new  plant  and  equipment,  which  had 
fallen  only  11  percent  in  1953-55,  dropped  22  percent  in  1957-58.  Total 
consumer  expenditures  were  virtually  stable  in  both  periods;  but  in  the  nine 
months  following  the  1957  peak,  automobile  production  fell  47  piercent, 
compared  with  an  1 1  percent  decline  following  the  economic  downturn  in 
1953.  Merchandise  exports,  which  had  increased  18  piercent  in  1953-54, 
fell  by  about  that  amount  in  the  1957-58  recession. 

But  from  the  viewpoint  of  public  policy,  the  most  significant  difference 
between  the  two  periods  was  in  Federal  fiscal  operations.  In  the  three 
quarters  following  the  1957  peak  of  activity.  Federal  purchases  of  goods 
and  services  increased  $1  billion,  measured  on  an  annual  rate  basis;  in 
the  comparable  period  of  1953-54,  they  fell  $6  billion,  largely  as  a  result 
of  the  termination  of  the  Korean  conflict.  This  critical  difference  was 
accentuated  by  the  fact  that,  although  State  and  local  government  purchases 
of  goods  and  services  were  rising  in  both  recessions,  they  rose  more  in  1957-58 
than  in  1953-54.  It  was  clear  in  January  1958  that  even  without  a  general 
tax  reduction  the  fiscal  operations  of  the  Federal  Government  would  have 
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a  significantly  more  expansive  effect  on  the  economy  than  they  had  had 
during  the  1953-54  recession,  notwithstanding  the  tax  cut  of  $7.5  billion 
in  early  1954.  As  it  turned  out,  the  economy  received  an  even  larger 
stimulus  from  Federal  fiscal  operations  in  the  fiscal  year  1958  than  had  been 
expected  at  first.  And  this  effect  has  been  intensified  in  the  fiscal  year  1959. 

These  facts  are  a  reminder  that  there  is  no  single  prescription  for  corrective 
action  which  can  be  applied  with  only  minor  variations  in  every  cyclical 
episode.  They  emphasize  the  importance,  in  a  situation  in  which  powerful 
corrective  forces  are  already  at  work,  of  avoiding  hasty  and  disproportionate 
actions,  such  as  tax  reductions  that  needlessly  endanger  the  prospects  of 
future  fiscal  balance  and  prejudice  the  orderly  revision  of  the  tax  structure. 
Clearly,  the  distinctive  features  of  a  downturn  are  pertinent  not  only  to  an 
appraisal  of  the  probable  course  of  business  activity  as  contraction  develops 
but  also  to  the  design  of  measures  to  help  stem  the  downturn  and  promote 
recovery. 

.Achieving  Vigorous  and  Sustainable  Economic  Growth 

We  may  justifiably  take  satisfaction  in  the  increases  already  achieved  in 
employment,  production,  and  incomes  and  in  thq  fact  that  the  price  level  has 
been  reasonably  steady  of  late. 

Our  objective  now  must  be  to  establish  a  firm  foundation  for  extending 
this  economic  advance  and  price  stability  into  the  months  and  years  ahead. 
But  this  will  not  come  about  automatically.  On  that  point,  histoiy  is  clear. 
.Action  is  required  on  many  fronts,  by  all  groups  in  our  society,  and  by  all 
units  of  government. 

First,  we  must  zealously  safeguard  and  improve  the  institutions  of  our 
free  and  competitive  economy.  America’s  unassailable  economic  strength 
derives  in  no  small  measure  from  the  fact  that  over  the  years  there  have 
been  incentives  and  freedom  to  do  new  things  and  to  challenge  old  and 
established  ways.  Our  strength  comes  in  large  part  from  the  pressures  which 
this  compietition  entails.  Measures  to  shelter  groups  from  these  pressures 
and  from  the  need  to  make  the  readjustments  that  they  compel  come  at  the 
cost  of  limiting  our  capacity  to  grow. 

Second,  a  high  rate  of  growth  in  our  economy  rt'quires  that  we  wage  a 
relentless  battle  against  impediments  to  the  full  and  most  effective  use  of 
our  human  and  technological  resources.  Such  impedin' ents  curb  the  pro¬ 
ductivity  of  our  work  force  and  increase  production  costs.  They  raise  the 
prices  of  the  things  we  buy  and  limit  the  success  of  our  efforts  to  lift  levels 
of  living. 

Third,  if  we  are  to  achieve  a  rapid  rate  of  economic  growth  and  improve¬ 
ment  in  the  years  ahead,  we  must  continue  to  enlarge  and  improve  the  plant 
and  equipment  that  supplement  human  effort  and  make  it  increasingly 
productive.  I'here  must  be  strong  incentives  for  businesses  to  commit  ever 
larger  sums  for  expanding  their  operations  and  reducing  their  costs.  And 
there  must  also  be  incentives  for  the  thrift  essential  to  the  financing  of  these 
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critically  important  outlays.  Policies  that  weaken  these  incentives  will  cause 
us  to  fall  short  of  achieving  our  full  p>otential  for  expansion. 

Finally,  an  indispensable  condition  for  achieving  vigorous  and  con¬ 
tinuing  economic  growth  is  firm  confidence  that  the  value  of  the  dollar 
will  be  reasonably  stable  in  the  years  ahead.  In  recent  months,  prices 
generally  have  moved  within  a  narrow  range,  and  some  of  the  price  increases 
early  in  the  year  were  the  result  of  temporary  conditions,  such  as  the  effect  of 
adverse  weather  on  food  supplies.  But  these  facts  provide  no  basis  for  com¬ 
placency  regarding  the  long-term  problem  of  maintaining  reasonably  stable 
prices.  Despite  recession  during  the  first  part  of  the  year,  wage  rates 
continued  to  move  upward.  The  rate  of  increase  was  nearly  as  great 
as  in  periods  of  economic  expansion,  and  higher  than  the  rate  at  which 
gains  in  productivity  have  been  achieved  in  our  economy  over  extended 
periods  of  time.  Obviously,  if  we  have  only  limited  success  in  restraining 
increases  in  unit  costs  during  recession,  much  remains  to  be  done  to  achieve 
a  basis  for  holding  prices  reasonably  steady  when  productive  capacity  is 
more  fully  utilized.  I'o  this  challenge  everyone  must  resjxmd. 

I'he  individual  consumer  can  play  an  important  part  by  shopping  carefully 
for  price  and  quality.  In  this  way,  the  .American  housekeeper  can  be  a 
powerful  force  for  holding  down  the  cost  of  living  and  strengthening  the 
principle  that  good  values  and  good  prices  make  good  business. 

Businessmen  must  redouble  their  efforts.  They  must  wage  a  ceaseless 
war  against  costs.  Production  must  be  on  the  most  economical  basis  pos¬ 
sible.  The  importance  of  wide  and  growing  markets  must  be  borne  in  mind 
in  setting  prices.  Expanded  markets,  in  themselves,  promise  economies  that 
help  keep  costs  and  prices  in  check. 

Leaders  of  labor  unions,  in  view  of  the  great  power  lodged  in  their  hands, 
have  a  particularly  critical  role  to  play.  Their  economic  actions  must  reflect 
awareness  that  stability  of  prices  is  an  essential  condition  of  sustainable 
economic  growth  and  that  the  only  road  to  greater  material  well-being  for 
the  Nation  lies  in  the  fullest  possible  realization  of  our  productivity  potential. 
This  requires  not  only  that  our  resources  be  fully  employed,  but  that 
arbitrary  restraints  on  their  most  effective  utilization  be  removed.  We 
tan  realize  more  from  our  economy  only  to  the  extent  that  we  produce  more. 

It  is  not  the  function  of  Government  in  our  society  to  establish  the  terms 
of  contracts  between  labor  and  management;  yet  it  must  be  recognized  that 
the  public  has  a  vital  interest  in  these  agreements.  Increases  in  money 
wages  and  other  compensation  not  justified  by  the  productivity  {performance 
of  the  economy  are  inevitably  inflationary’.  They  impjose  severe  hardships 
on  those  whose  incomes  are  not  enlarged.  They  jeopardize  the  capacity  of 
the  economy  to  create  jobs  for  the  expanding  labor  force.  They  endanger 
present  jobs  by  limiting  markets  at  home  and  im|pairing  our  capacity  to 
compete  in  markets  abroad.  In  short,  they  are,  in  the  end,  self-defeating. 

Self-discipline  and  restraint  are  essential  if  agreements  consistent  with  a 
reasonable  stability  of  {prices  are  to  be  reached  within  the  framework  of  the 
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free  competitive  institutions  on  which  we  rely  heavily  for  the  improvement 
of  our  material  welfare.  If  the  desired  results  cannot  be  achieved  under 
our  arrangements  for  determining  wages  and  prices,  the  alternatives  are 
either  inflation,  which  would  damage  our  economy  and  work  hardships  on 
millions  of  Americans,  or  controls,  which  are  alien  to  our  traditional  way  of 
life  and  which  would  be  an  obstacle  to  the  Nation’s  economic  growth  and 
improvement. 

Government  also  has  a  vitally  important  part  to  play  in  helping  to  prevent 
inflationary  developments.  First,  through  the  management  of  its  fiscal 
affairs,  it  can  help  to  create  an  environment  favorable  to  the  achievement 
and  maintenance  of  price  stability.  Second,  to  the  extent  consistent  with 
other  national  objectives,  it  must  strive  to  operate  those  Government  pro¬ 
grams  that  directly  affect  costs  and  prices  in  a  way  that  will  contribute  to 
over-all  price  stability.  Third,  it  must  lose  no  opportunity,  through  revisions 
of  its  tax  structure  or  by  other  means,  to  promote  improvements  in  produc¬ 
tivity  and  to  provide  greater  incentives  for  economic  expansion. 

Numerous  elements  in  the  program  recommend<-d  to  the  Congress  in 
Chapter  4  of  this  Rep)ort  are  concerned  explicitly  with  establishing  a  more 
secure  basis  for  the  price  stability  essential  for  orderly  economic  expansion. 
Other  parts  of  the  program,  though  immediately  directed  to  other  goals, 
will  also  further  this  objective.  All  of  our  people,  in  view  of  their  broad 
common  interest  in  economic  growth,  can  fully  support  this  program. 
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Chapter  2 

Economic  Developments  in  1958 
and  Outlook  for  1959 

AF'I'ER  a  sharp  but  brief  contraction  starting  in  the  third  quarter  of 
.  1957,  economic  activity  turned  upward  in  the  second  quarter  of  1958. 
Signs  that  the  recession  was  being  reversed  began  to  appear  early  in  May 
and,  once  started,  the  recovery  spread  rapidly  through  the  economy.  By 
the  end  of  the  year  most  of  the  ground  lost  during  the  contraction  had  been 
legained.  The  index  of  industrial  production  was  142  percent  of  the  1947- 
49  average,  compared  with  the  peak  of  146  in  1957;  total  employment  had 
increased  by  about  1  million  from  its  recession  low;  unemployment  had  been 
reduced  by  approximately  the  same  amount ;  and  the  incomp  and  expendi¬ 
tures  of  individuals  were  at  new  high  levels.  Gross  national  product,  our 
broadest  measure  of  the  Nation's  output  of  goods  and  services,  had  risen  to 
an  annual  rate  of  $453  billion.  Expressed  in  dollars  of  constant  purchasing 
|K)wer,  this  represented  an  output  of  goods  and  services  about  equal  to  the 
|M*ak  reached  in  1957. 


Extent  of  the  Decline 

Nfeasured  by  the  duration  and  extent  of  declines  in  employment,  produc¬ 
tion,  and  income,  the  1957-58  recession  may  be  regarded  as  a  moderate  one 
by  the  standards  of  earlier  experience  (Table  1 ) .  The  Nation’s  total  output 

Table  1. — Duration  and  extent  of  declines  in  selected  economic  indicators 


Percent  ant*  change  • 


Perio«l 

Duration  \ 
(months)  ; 

Nonagricult  ural 
employment 

i  : 

Total 

(Census) 

Wage  and 
salary 
workers 

1  (BL8)» 

Industrial 

l>ro<luction 

Personal 

income 

i92t»-:« . : . 

4.1  : 

I 

(•) 

-30.7 

-sas 

-49.8 

IftIT-IW . 

1.3  1 

(«) 

-0.7 

-10.0 

-32.3 

-11.2 

liMH-4» . 

11  1 

-4. 1 

-3.4 

19.Vt-M . 

1.3  1 

-2.  .3 

-3.4 

-9.1) 

-.  1 

lUST-.W . 

9 

-1.7 

-4.4 

-12.4 

1  -.9 

'  Percentajte  change  from  cyclical  |i**ak  to  cyclical  trough  (.t-month  centered  averages),  based  on  season¬ 
ally  adjiLsted  data. 

*  In  nonagricult ural  establishments.  See  Table  I)-22,  footnote  I,  for  explanation  of  differences  between 
this  series  and  the  Bureau  of  the  Census  s«>ries. 

•  .Not  available. 

Sources:  Hoard  of  Oovernors  of  the  Ktsieral  Kt*serve  System,  Det)artment  of  Commerce,  Department  of 
l..abor.  National  nur«‘au  of  Economic  Resc-arch,  and  Council  of  F:conomic  .\dvisers. 
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CHART  1 


Changes  in  Major  Sectors  of  the  Nation’s  Output 

Third  Quarter  1957  to  First  Quarter  1958 

State  and  local  spending  and  consumer  outlays  on  nondurables 
and  services  helped  offset  declines  in  business  investment,  exports, 
and  consumer  spending  on  durables. 


BILLIONS  OF  DOLLARS,  SEASONALLY  ADJUSTED  ANNUAL  RATES 
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RESIDENTIAL  CONSTRUCTION 
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FOR  NONDURABLE  GOODS 
AND  SERVICES 


STATE  AND  LOCAL 
PURCHASES  OF  GOODS 
AND  SERVICES 
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•i/ PRODUCERS’  DURABLE  EOUIPMENT  AND  NONRESIDENTIAL 
CONSTRUCTION. 

source:  department  of  commerce. 
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CHART  2 


Chan3es  in  Major  Sectors  of  the  Nation’s  Output 

First  Quarter  1958  to  Fourth  Quarter  1958 

Chan9es  in  inventory  investnnent  and  purchases  by  consumers  and 
by  90vernment  were  major  factors  in  the  GNP  increase. 

BILLIONS  OF  DOLLARS,  SEASONALLY  ADJUSTED  ANNUAL  RATES 


4^  PRODUCERS'  DURABLE  EQUIPMENT  AND  NONRESIDENTIAL 
CONSTRUCTION. 

SOURCES;  DEPARTMENT  OF  COMMERCE  AND  COUNCIL  OF  ECONOMIC  ADVISERS. 
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of  goods  and  services,  adjusted  for  changes  in  prices,  fell  about  H'/j  percent 
between  the  third  quarter  of  1957  and  the  fii'st  quarter  of  1958.  Indus¬ 
trial  output  decreased  more  sharply,  which  is  typical  of  economic  contrac¬ 
tions;  over  a  period  of  eight  months,  it  decreased  15  percent.  Employment 
in  manufacturing  industries  began  to  decline  in  January  1957,  slowly  for 
six  or  seven  months  and  then  more  rapidly.  By  May  1958,  one  month 
after  what  is  commonly  n'garded  as  the  low  point  in  general  business 
activity,  a  decline  of  1 1  percent  had  been  recorded.  Reductions  in  non¬ 
farm  employment  outside  of  manufacturing  were  smaller.  Unemploy¬ 
ment  began  to  rise  in  the  third  quarter  of  1957  and  fluctuated  around  5 
million  in  the  spring  and  summer  of  1958.  Lower  employment  naturally 
meant  a  reduction  in  the  incomes  received  by  individuals.  'I'otal  wage  and 
salary  pa\inents  fell  3/2  percent  between  July  1957  and  .'\pril  1958.  'I’he 
drop  in  total  personal  income,  on  the  other  hand,  was  only  1  p<Tcent. 

These  broad  measures  tend  to  obscure  the  fact  that  economic  fluctua¬ 
tions  characteristically  affect  some  parts  of  the  economy  more  severely  than 
others.  7’he  recent  recession  was  no  exception  in  this  respect.  Production 
of  nondurable  goods  declined  very  little,  and  the  output  of  the  service  indus¬ 
tries  actually  increased.  On  the  other  hand,  production  of  consumer  durable 
goods  fell  27  percent  from  July  1957  to  .\pril  1958;  the  output  of  steel  and 
of  machinery  fell  40  percent  and  21  percent,  respectively;  and  the  production 
of  automobiles  in  .‘\pril  1958  was  about  40  percent  below  what  it  had  been 
in  the  same  month  of  1957. 

The  pace  of  the  decline  was  also  uneven.  7'he  downturn  was  preceded 
by  a  slowing  in  the  rate  of  growth  of  the  economy,  and  for  the  first  few 
months  the  rate  of  contraction  was  relatively  moderate.  However,  it  tended 
to  accelerate  in  the  early  months  of  1958,  with  the  result  that  a  large  propor¬ 
tion  of  the  total  decline  was  compressed  into  a  period  covering  less  than  half 
of  its  full  duration. 

By  the  end  of  March  the  decline  was  abating,  and  by  May  indications 
of  a  general  improvement  began  to  appear.  The  signs  of  recovery,  which 
multiplied  quickly,  were  confirmed  before  long  by  a  sustained  upturn,  and 
the  recession  may  now  be  regarded  as  having  ended  in  April. 

Major  Factors  in  the  Decline 

Early  in  1957,  changes  in  several  economic  sectors,  developing  at  the  same 
time  mainly  by  coincidence,  tended  to  sap  the  vigor  of  the  expansion  then  in 
progress.  Each  exerted  a  growing  downward  pressure  on  production  and 
employment,  and  ultimately  their  joint  effect  was  to  tip  the  balance,  around 
midyear,  toward  a  general  reduction  in  economic  activity  (Chart  1). 

The  major  developments  were  the  decrease  in  the  volume  of  incoming 
business  of  the  capital  goods  industries  and  reduced  appropriations  by  manu¬ 
facturing  businesses  for  their  investment  expenditure  programs.  By  the 
end  of  1957,  these  early  signs  were  confirmed  by  lower  expenditures  of  busi¬ 
ness  concerns  on  machinery,  equipment,  and  new  facilities.  Throughout 
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Manufacturing  Capacity,  Production,  and  Prices 

Manufacturin9  capacity  rose  in  195fr  58  relative  to  production 
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most  of  1957,  financing  for  expansion  programs  was  becoming  more  costly. 
Corporate  liquidity  was  low,  and  instances  of  capital  issues  being  postponed 
because  of  unfavorable  financing  conditions  increased.  Clearly,  financial 
considerations  were  exerting  a  progressively  greater  influence  on  businesses  to 
restrict  their  commitments  for  further  expansion  of  their  facilities. 

A  more  basic  factor  affecting  the  capital  expansion  programs  of  businesses 
was  the  widening  gap  between  the  supply  and  use  of  industrial  capacity.  In 
manufacturing  alone,  spending  on  new  plant  and  equipment  between  1953 
and  1957  had  increased  capacity  by  about  one-fourth,  but  production  had 
increased  by  only  7  percent.  .At  the  same  time,  the  cost  of  new  capacity,  as 
reflected  in  the  prices  of  industrial  equipment,  rose  substantially  more  than 
the  prices  of  industrial  output  (Chart  3) . 

Pressure  to  curtail  the  capital  improvement  and  expansion  programs  of 
businesses  mounted  rapidly.  By  the  second  quarter  of  1958,  outlays  for 
these  purposes  had  dropped  $7.4  billion,  on  an  annual  rate  basis,  from  the 
peak  reached  three  quarters  earlier.  4'his  sharp  decline  was  a  major  factor 
in  initiating  the  general  eionomic  contraction. 

.A  similar  though  lesser  impact  on  business  activity  resulted  from  a  reduc¬ 
tion  in  merchandise  exports.  These  had  risen  at  a  particularly  rapid  rate 
in  1956  and  early  1957,  and  in  the  first  quarter  of  the  latter  year  they  were 
60  percent  higher  than  in  1954.  The  decline  that  began  in  the  second  quar¬ 
ter  of  1957  persisted  through  the  first  quarter  of  1958,  when  the  volume  of 
exports  stabilized  some  20  percent  below  the  level  a  year  earlier.  Initially, 
the  decline  occurred  largely  in  wheat,  cotton,  and  pt'troleum,  but  it  soon 
spread  to  exports  of  metals,  machinery,  and  manufactured  goods  generally. 

The  rising  volume  of  exports  in  1956  and  early  1957  had  helped  to  main¬ 
tain  an  upward  trend  in  our  economy  at  a  time  when  domestic  investment 
demands  w-ere  beginning  to  level  off.  The  disappearance  of  the  special 
factors  accounting  for  this  surge  in  foreign  sales  coincided  with  the  decline 
in  investment  outlays  of  business  concerns,  and  reinforced  this  downward 
pressure  on  economic  activity.  The  Suez  crisis  that  had  led  earlier  to 
unusually  heavy  pK'troleum  shipments  subsided.  Shipments  of  cotton  and 
other  agricultural  products,  which  had  been  exceptionally  large  during  the 
second  half  of  1956  and  the  first  half  of  1957,  declined.  Economic  activity 
in  certain  industrialized  countries  of  Western  Europe  and  in  Japan  ceased 
to  increase,  following  a  prolonged  period  of  expansion;  and,  in  view  of 
their  large  stocks  of  imported  materials,  these  countries  reduced  their 
demands  on  the  productive  capacity  of  the  United  States.  Industrial  con¬ 
traction  in  Canada  resulted  in  smaller  United  States  exports  to  that  impor¬ 
tant  market,  and  some  of  the  less  developed  countries  of  the  world  curtailed 
imports,  because  of  a  weakening  in  their  terms  of  trade  and  Koreign  exchange 
fxjsitions. 

The  drop  in  our  shipments  abroad,  occurring  at  a  time  when  our  imports 
were  declining  very  little,  meant  a  decrease  in  net  exports  of  goods  and 
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services  of  about  $4  billion  on  an  annual  rate  basis  from  the  first  half  of  1957 
to  the  first  half  of  1958. 

Obligations  by  the  Department  of  Defense  for  major  procurement  and 
production  items,  which  had  risen  in  the  second  and  third  quarters  of  1956 
to  an  annual  rate  of  about  $18.2  billion,  were  being  made  at  a  $10.6  billion 
rate  in  the  same  period  of  1957,  but  actual  expenditures  changed  much  less, 
3nd  only  after  some  time  lag.  The  annual  rate  of  purchases  of  goods 
and  services  for  national  defense  declined  from  $44.9  billion  in  the  second 
and  third  quarters  of  1957  to  $43.9  billion  in  the  fourth  quarter;  but  since 
Federal  expenditures  for  nondefense  programs  increased,  total  expenditures 
in  the  fourth  quarter  declined  only  $600  million.  Additional  nondefense 
expenditures  caused  a  rise  in  the  total  for  the  first  quarter  of  1958.  Subse¬ 
quently,  however,  both  defense  and  nondefense  spending  increased,  and  total 
expenditures  in  the  fourth  quarter  reached  $53.8  billion.  Meanwhile,  the 
rise  in  exp)enditures  of  State  and  local  government  units  continued.  As  a 
result,  total  expenditures  for  goods  and  services  by  all  units  of  govern¬ 
ment — Federal,  State,  and  local — incrt'ased  throughout  the  recession.  In 
the  first  quarter  of  1958,  they  were  3  percent  higher  than  they  had  been  six 
months  earlier. 

Finally,  although  the  aggregate  of  consumer  spending  changed  very  little, 
large  and  important  shifts  occurred  in  the  amounts  spent  on  different  groups 
of  goods.  Purchases  of  consumer  durable  goods  moved  irregularly  in  the 
first  three  quarters  of  1957,  then  dropped  sharply  in  the  next  six  months. 
In  the  first  half  of  1958,  they  were  11  percent  less  than  in  the  third  quarter 
of  1957,  and  approximately  four-fifths  of  the  decline  was  accounted  for  by 
reduced  purchases  of  automobiles.  Sharp  cuts  in  consumer  purchases  of 
durable  goods  are  by  no  means  unprecedented  in  recession,  but  the  1957-58 
decline  was  unusually  large  in  view  of  the  small  reduction— about  1  per¬ 
cent — in  the  amount  of  income  available  to  consumers  after  payment  of 
taxes. 

Fhese  largely  independent  changes  in  demand — lower  rates  of  spending 
by  businesses  on  new  plant  and  equipment,  smaller  exjxirts,  briefly  and 
slightly  reduced  purchases  by  the  Federal  Government,  a  lower  rate  of 
contract  placement,  and  reduced  expenditures  by  consumers  for  durable 
goods — led  to  a  change  in  the  inventory  policies  of  business  concerns.  This 
change  was  a  major  factor  in  the  decline. 

From  1955  to  mid- 1957,  business  inventories  were  increased  substantially. 
To  a  considerable  extent  this  represented  the  rebuilding  and  enlargement  of 
stocks  of  materials,  work  in  process,  and  finished  products  that  are  a  normal 
part  of  any  expansion  p)eriod.  The  rate  of  inventory  accumulation  slack¬ 
ened  noticeably  in  the  first  three  quarters  of  1957,  however,  as  uncertainties 
about  future  sales  and  prices  emerged  and  as  the  financing  of  inventories 
became  more  costly  and  difficult.  But  the  major  change  did  not  come  until 
the  final  quarter  of  the  year.  Business  concerns  then  curtailed  their  produc¬ 
tion  schedules  sharply  below  the  rate  at  which  they  were  making  sales,  and 
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by  the  first  quarter  of  1958  inventories  were  beinp;  reduced  at  the  rate  of 
$9.5  billion  per  year.  Thus,  a  rather  conunon  feature  of  economic  fluctua¬ 
tions  in  an  enterprise  economy  was  repeated:  a  moderate  decline  in  the  pace 
of  actual  sales  produced  a  much  larger  effect  on  production  and  employ¬ 
ment  by  provoking  a  sharp  swing  from  inventory  accumulation  to  inventory 
liquidation. 

The  inventory  declines  were  closely  related  to  the  specific  reductions  in 
demand  already  noted.  Indeed,  reductions  in  inventory  holdings  by  manu¬ 
facturers  of  machinery,  aircraft,  and  automobiles  accounted  for  over  one-half 
of  the  decline  in  total  business  inventories.  Producers  supplying  these  indus¬ 
tries  in  turn  were  faced  with  substantial  declines  in  incoming  business,  and 
they  attempted  to  pare  down  their  holdings.  As  a  consequence,  particularly 
large  reductions  occurred  in  the  output  of  the  supplying  industries. 

Certain  additional  developments  also  influenced  inventory  p<^licies.  Spe¬ 
cial  problems  of  excess  capacity  and  unfavorable  relationships  b<-tween 
current  sales  and  inventory  holdings  affected  the  petroleum,  chemical,  and 
paper  industries.  The  inventories  of  manufacturers  of  consumer  household 
durable  goods  were  high  when  the  downturn  began;  although  salt's  declined 
only  moderately,  production  was  cut  sharply  in  order  to  complete  the  indi¬ 
cated  adjustment.  And  distributors  of  all  types  of  consumer  goods — apart 
from  automobile  dealers,  whose  inventories  were  rising  sharply — cut  theii 
purchases  from  manufacturers  and  drew  down  their  inventories,  even  though 
consumer  purchases  were  well  maintained.  I'he  major  part  of  this  liquida¬ 
tion  of  trade  inventories  came  in  the  first  quarter  of  1958,  when  recessionary- 
pressures  were  greatest. 

The  impact  of  these  inventory  adjustments  was  considerable.  The  swing 
from  accumulation  at  an  annual  rate  of  $2.2  billion  per  year  in  the  third 
quarter  of  1957  to  liquidation  at  the  annual  rate  of  $9.5  billion  during  the 
first  quarter  of  1958  reduced  gross  national  product  by  $1 1.7  billion,  about 
60  percent  of  its  entire  decline  during  this  p<'riod. 

Re.sistance  to  Contraction 

Measures  taken  in  1957-58  sp<*cifically  to  counteract  economic  recession, 
and  other  measures  taken  for  reasons  indepi'ndent  of  economic  conditions, 
played  an  imjxirtant  part  in  limiting  the  contraction  in  production  and 
employment  to  a  moderate  over-all  decline  and  to  a  brief  span  of  time.  But 
these  limiting  features  were  in  part  also  the  result  of  the  considerable  and 
growing  capacity  of  our  economic  system  to  n'sist  deflationary  forces. 

A  major  element  in  the  economy’s  resistance  to  recession  in  1957-58  was 
the  maintenance  of  over-all  consumer  demand,  a  result  that  may  be  attrib¬ 
uted  to  consumer  confidence  and  to  the  maintenance  of  personal  income. 
Although  gross  national  product  was  $20  billion  lower  on  an  annual-rate 
basis  in  the  first  quarter  of  1 958  than  in  the  third  quarter  of  1957,  the  decline 
in  personal  disposable  (after  tax)  income  was  less  than  $4  billion,  and 
aggregate  consumer  expenditures  fell  only  $2  billion. 
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In  contrast,  during  the  recessions  prior  to  World  War  II,  large  declines 
in  investment  activity  commonly  resulted  in  large  contractions  in  fH*rsonal 
income,  and  reduced  incomes  naturally  led  to  lower  consumer  purchases. 
But  in  recessions  since  the  war,  the  relative  stability  of  consumer  incomes 
and  purchases  has  provided  a  check  on  this  potentially  cumulative  process. 
.•\s  a  result,  declines  in  production  have  been  contained  within  a  narrower 
segment  of  the  economy. 

.\  number  of  factors  help  to  account  for  the  maintenance  of  consumer 
imome  during  the  19.l7-.‘)8  recession.  First,  the  decline  in  personal 
income  earned  in  production  was  small  relative  to  the  contraction  in  the 
value  of  output.  For  every  dec  line  of  $1  billion  in  private  output,  personal 
income  earnc*d  fell  only  $360  million;  in  1929-30,  it  fell  $670  million  for 
each  $1  billion  decline  in  output.  This  relatively  more  moderate  decline 
in  c*arned  income  resultc-d  in  part  from  the  fac  t  that  a  larger  prop)ortion  of 
our  labor  force  is  now  employed  in  industries  and  occupations  not  quickly 
affectc'd  by  moderate  changes  in  business  conditions;  and  even  in  the  indus¬ 
tries  that  are  more  sensitive  to  businc*ss  fluctuations,  a  larger  proportion  of 
einployres  hold  positions  not  usually  afTectc'd  by  production  cutbacks  of 
short  duration.  Moreover,  wage  rate's  continued  to  press  upward  during  the 
19.37-58  period,  incrc'asing  the  pay  of  t'lnployed  pt'rsons  and  moderating  the 
income  rc-ductions  of  those  working  a  shorter  week.  But  this  is  a  factor  that 
works  two  ways.  It  may  sustain  income  for  the  ernployc'd;  but  to  the  e.xtent 
that  it  leads  to  higher  costs  and  price's,  it  may  induce  rc'ductions  in  the 
working  force  and  be  an  obstacle  to  re-employment. 

Some  of  the  factors  that  have  made  personal  income  earned  in  production 
more'  resistant  to  recession  have,  on  the  other  hand,  made  corporate  income 
more  sensitive.  Total  corporate  profits,  and  consequently  the  revenues 
rc'ceived  by  Government  from  corp)orate  income  taxes,  fell  sharply  during 
the  recession.  Bt'cause  corjxirate  dividends  were  maintained  at  a  high  level, 
helping  to  sustain  pt'rsonal  income,  corporate  retentions  of  income  were 
sharply  rc'ducc'd.  For  every  $1  billion  decline  in  gross  national  product, 
corporate  income  taxes  and  retained  earnings  (adjusted  for  inventory  valua¬ 
tion)  together  fell  $590  million  from  the  third  quarter  of  1957  to  the  first 
cjuarter  of  1958,  compared  with  a  drop  of  $240  million  from  1929  to  1930. 

.Another  development  accounting  for  the  small  decline  in  px'rsonal  income 
earned  in  production  was  the  rise  in  farm  income  during  the  recession. 
.Net  farm  income  rose  in  the  first  quarter  of  1958  to  an  annual  rate  that 
was  10  percent  higher  than  in  1957,  increased  another  6  percent  in  the 
second  quart('r,  and  then  remained  roughly  unchanged  for  the  rest  of  the 
year.  To  some  extent,  however,  the  beneficial  results  for  the  economy  of  the 
larger  income  of  farmers  were  offset  by  the  effect  of  higher  farm  prices, 
which  reduced  nonfarm  real  income  and  purchases. 

•Second,  certain  supplements  to  earnings  helped  to  maintain  aggregate 
consumer  income.  Unemployment  compensation  payments  increased 
sharply  as  employment  and  earnings  fell,  and  the  extension  of  these  benefits 
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for  additional  periods  in  1958  provided  a  further  offset  to  lost  pay  for  those 
who  had  exhausted  their  riijhts.  Actually,  the  extended  benefits  did  not 
bey:in  to  be  paid  until  after  the  recovery  had  started;  nevertheless,  they 
assisted  those  who  felt  the  recession’s  effect  for  the  longest  time  and  they 
also  strengthened  the  recover\-  movement.  In  addition,  supplemental  unem¬ 
ployment  compensation  payments  under  private  plans  hel|)ed  to  maintain 
personal  incomes  and  consumption  expi'nditures.  Another  major  income 
supplement  was  the  steady  increase  in  payments  under  social  security, 
pension,  and  other  benefit  arrangements.  I'lie  increase  in  such  payments 
during  the  recession  resulted  from  the  growth  in  the  number  of  persons 
eligible  to  receive  them  and  from  benefit  increases  under  certain  {)uhlic 
social  security  programs  which  had  been  legislated  earlier. 

The  increase  in  these  so-called  “transfer”  payments  was  very  large: 
$2.6  billion  on  an  annual  rate  basis  between  the  third  (juarter  of  1957  and 
the  hrst  quarter  of  1958,  and  another  $2.6  billion  by  the  third  (juarter.  In 
this  way,  not  only  was  the  personal  income  earned  in  })roduction  relatively 
well  maintained  during  the  recession,  but  the  declines  that  did  occur  were 
appreciably  moderated  in  their  effect  on  total  personal  income. 

Finally,  part  of  the  fall  in  personal  income  was  offset  by  a  decline  in 
tax  obligations,  so  that  the  income  available  to  consumers  after  taxes,  and 
thus  their  purchasing  power,  declined  less  than  tin*  flow  of  personal  income. 

The  combination  of  these  three  stabilizing  factors — the  small  decline  in 
earned  personal  income  relative  to  the  decline  in  production,  the  growth 
in  transfer  payments,  and  the  reduction  in  personal  tax  payments — greatly 
moderated  the  fall  in  consumer  income  available  for  spending.  .And  con¬ 
sumers,  in  turn,  reduced  their  purchases  of  goods  and  services  by  less  than 
the  fall  in  their  income. 

If  purchases  by  consumers  in  1957-58  had  fallen  as  much,  in  proportion 
to  the  decline  in  all  other  demands  for  output,  as  from  1929  to  1930,  they 

Table  2. — Changes  in  income  and  consumption  in  recessions 
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*  .\ot  computiKl  becau.se  consumption  rose  while  untss  national  product  tleclined. 

Note.— Chanttes  from  1929  to  1930  and  from  1937  to  193S  atv  ba.s*‘d  on  ant  ual  data.  Other  changre  are 
based  on  seasonally  adjusted  data  for  the  ix'ak  and  troufth  (juarters  of  (tro.ss  national  product. 

Sources;  Department  of  Commerce  and  Council  of  Economic  .Advisers. 
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would  have  dropped  by  at  least  $26  billion.  Actually,  they  fell  only  $2 
billion.  While  t^ross  national  product  fell  4/2  percent,  personal  disposable 
income  fell  only  about  1  percent,  and  consumption  expenditures  only  0.7 
percent  (Table  2) . 

The  moderate  extent  and  relatively  short  duration  of  the  recession  were 
also  due  in  part  to  the  absence  of  adverse  Hnancial  developments — which  in 
the  past  have  t(‘nded  to  aggravate  business  contractions — and  to  the  increase 
of  asset  values,  notably  fann  land  and  real  t*state.  These  circumstances 
reflect  the  fact  that  the  recession  was  brief  and  moderate,  but  they  helped 
to  keep  it  brief  and  moderate. 

Pricks  and  C^osts 

Public  attention  was  attracted  during  the  reces.sion  to  the  apparent  para¬ 
dox  of  prices  continuing  to  rise  while  production  and  employment  were 
declining.  .Attention  was  naturally  focused  mainly  on  consumer  prices. 
.As  measured  by  the  consumer  price  index,  this  group  of  prices  rose,  on  the 
average,  by  about  2  percent,  though  there  was  considerable  diversity  of 
movement  among  different  items.  A  major  part  of  the  increase  was  due 
to  higher  food  prices  and  the  continuing  upward  drift  in  the  costs  of  various 
services  used  by  consumers  (Charts  4  and  5).  On  the  other  hand,  prices  of 
manufactured  products,  with  the  major  exception  of  new  and  used  auto¬ 
mobiles.  were  reasonably  stable. 


Prices  in  wholesale  markets  rose  somewhat  less  than  prices  at  retail,  and 
have  been  roughly  stable  since  early  in  1938.  Again,  however,  the  average 
of  wholesale  prices  fails  to  disclose  the  considerable  differences  of  movement 
among  commodity  groups.  Prices  of  farm  products  and  foods  rose  sharply 
during  the  recession  and  then  declined  after  mid- 1938.  Prices  of  raw 
materials,  which  are  always  sensitive  to  changes  in  domestic  and  world 
market  conditions,  declined  sharply  during  the  recession  but  recovered 
rapidly  after  the  upturn.  Prices  of  manufactured  products  continued  to 
rise  during  the  early  months  of  the  contraction,  but  fluctuated  within  a 
narrow  range  throughout  1938  (Chart  6). 

While  it  is  important  to  beware  of  overly  simple  explanations  for  the  rise 
in  prices  during  the  last  few  years,  and  in  particular  for  the  continuance  of 
some  increases  during  the  recession,  three  factors  of  major  imj>ortance  may 
be  identified  as  having  contributed  to  these  results.  First,  during  the  early 
part  of  the  upward  price  movement  which  started  about  three  years  ago, 
some  increases  were  caused  by  heavy  and  rapidly  mounting  demands.  7'hese 
higher  prices  often  became  higher  costs  for  other  industries,  thus  diffusing 
their  effects  throughout  much  of  the  economy. 

Second,  a  substantial  part  of  the  rise  during  the  recession  reflected  forces 
not  closely  related  to  the  immediate  business  situation.  Prices  of  services, 
on  which  consumers  spend  over  one-third  of  their  total  outlays,  were  making 
a  delayed  adjustment  to  earlier  increases  in  prices  and  costs.  'I'his  paralleled 

CHART  5 

Consumer  Prices  on  a  Recent  Base 

Between  1955  and  mid-1957  all  major  price  indexes  rose;  during 
the  next  year  increases  were  confined  mainly  to  food  and  service 
prices;  in  recent  months  the  over-all  index  has  been  stable. 
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CHART  6 


Wholesale  Commodity  Prices 

The  wholesale  price  index  was  roushly  stable  in  recession  and 
recovery.  Offsettins  chan3es  Occurred  in  prices  of  the  various 
components. 
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the  experience  in  the  other  two  postwar  recessions.  Prices  of  food,  which 
account  for  roughly  one-quarter  of  the  expenditures  of  consumers,  rose 
mainly  because  of  supply  conditions.  Lower  marketings  of  livestock  resulted 
in  higher  meat  prices;  and  unfavorable  weather  conditions  reduced  the 
supplies,  and  led  to  higher  prices,  of  fresh  fruits  and  vegetables. 

Third,  substantial  increases  in  costs  in  recent  years  have  influenced  prices. 
Large  additions  to  productive  capacity,  and  the  replacement  in  this  period 
of  facilities  originally  acquired  when  costs  and  prices  were  lower,  have 
caused  capital  costs  to  mount  sharply.  A  rapidly  enlarging  complement  of 
professional  and  technical  personnel  has  also  added  to  costs,  though  inevi¬ 
tably  the  full  beneficial  effects  of  these  larger  staffs  will  be  realized  only  over 
an  extended  period  of  time.  Since  commensurate  gains  in  output  have  not 
occurred,  these  increases  in  costs  have  resulted  in  higher  expenses  per  unit 
of  output  produced. 

Finally,  wages,  salaries,  and  employee  fringe  benefits  have  increased  at 
rates  above  those  consistent  with  the  long-run  productivity  performance  of 
the  economy.  As  a  result,  employee  compensation  per  unit  of  output,  which 
had  been  fairly  stable  between  1953  and  1955,  rose  about  10  percent  in  the 
next  two  years. 

This  persistent  advance  in  costs  of  all  types  naturally  exerted  an  upward 
pressure  on  prices.  The  increase  in  prices  that  did  occur  was  less  than  the 
rise  in  costs,  however,  with  the  result  that  profits  per  unit  of  output  were 
lower  in  1956  and  1957  than  in  1955. 

Clearly,  severe  reductions  in  the  price  level  during  a  brief  and  moderate 
recession  are  not  *0  be  expected  and  would  not  be  a  proper  objectix-e  of 
national  economic  policy.  Indeed,  such  reductions  might  impede  early 
recovery  of  the  economy.  Rather,  the  problem  is  how  to  achieve  a  rea.son- 
able  stability  of  prices  when  economic  activity  is  advancing  and  output  and 
employment  are  high.  The  limited  downward  flexibility  of  prices  in  a 
moderate  recession,  and  the  upward  movement  even  then  of  certain  key 
prices  and  costs,  highlight  and  emphasize  the  need  for  public  and  private 
policies  that  will  produce  the  desired  price  stability  at  all  times. 

Resumption  of  Economic  Expansion 

Even  during  periods  of  general  economic  contraction,  some  industries 
and  some  regions  of  the  Nation  continue  to  forge  ahi'ad  and  others  experi¬ 
ence  only  a  temporary  cessation  or  slowing  down  of  their  rate  of  growth. 
This  continuing  strength  helps  to  moderate  cutbacks  of  production  else¬ 
where  ;  and  when  demands  begin  to  rise  again  in  areas  where  there  had  been 
actual  declines,  over-all  gains  in  output  and  employment  follow  quickly. 

A  pattern  of  this  type  prevailed  in  the  1957-58  recession.  While  produc¬ 
tion  and  employment  were  declining  rather  sharply  in  some  sectors,  notably 
in  the  heavy  industries  and  in  those  producing  consumer  durable  goods, 
output  and  sales  of  consumer  nondurable  goods  fell  only  slightly,  the  service 
industries  expanded,  and  purchases  by  State  and  local  governments  con- 
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CHART  7 


Employment  in  Nonasricultural  Establishments 

Manufacturin9,  mining,  and  transportation  accounted  for  four- 
fifths  of  the  1957-58  decline  in  employment  and  for  half  of  the 
increase  since  April. 
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tinurd  to  rise.  Then,  as  areas  of  the  economy  that  had  suffered  declines 
resumed  expansion,  and  as  sales  began  to  be  met  increasingly  out  of  current 
production  rather  than  out  of  inventories,  a  rise  in  general  economic  activity 
started  (Chart  2) . 

In  the  early  part  of  1938,  shifts  of  this  kind  develofx-d  quickly.  In  Febru- 
ar\-,  employment  was  declining  in  all  major  sectors  of  the  private  economy; 
only  in  government  was  it  increasing.  By  April  and  May,  increa.ses  in 
private  employment  were  reported  (Charts  7  and  8).  I'he  demand  for 
goods  and  services  ceased  declining  in  a  number  of  industries  and  in  some 
cases  bt'gan  to  rise.  The  decline  of  exports  virtually  ended  by  the  second 
quarter  of  1938,  eliminating  an  important  contractive  force. 

As  indicated  earlier.  Federal  outlays  on  goods  and  services  fell  only  in  the 
fourth  quarter  of  1937,  and  then  by  a  relatively  small  amount — $600  million 
on  an  annual  rate  basis.  A  rise  in  such  outlays  began  in  the  next  quarter. 
Purchases  of  nondefense  goods  and  services  by  the  Federal  Covernment  rose 
at  an  annual  rate  of  $.3  billion  from  the  hrst  to  the  fourth  quarter  of  1938, 
largely  on  account  of  increased  payments  under  agricultural  price  supfxnt 
programs  and  higher  Government  pay  scales.  .\nd  defense  outlays,  sig¬ 
nificantly  influenced  by  the  effect  of  pay  increases,  rose  at  an  annual  rate  of 
$400  million  between  the  hrst  and  second  quarters  of  1938  and  by  another 
$900  million  in  the  next  two  quarters.  .At  the  same  time,  there  was  a  sharp 
increase  in  the  placement  of  contracts  for  the  purchase  of  militar\-  goods. 
New  orders  for  major  items  of  defense  g(x>ds,  which  in  the  second  half  of 
1937  were  hiding  placed  at  an  annual  rate  of  $12  billion,  increased  to  an 
annual  rate  of  $22  billion  in  the  hrst  half  of  1938.  The  most  immediate 
effect  of  this  rise  was  to  slow  and  eventually  halt  the  liquidation  of  inventories 
by  defense  contractors. 

Most  of  the  decline  in  business  expenditures  for  plant  and  equipment 
had  occurred  by  the  second  quarter  of  1938.  However,  indications  that 
the  decline  would  not  be  of  long  duration  began  to  appear  early  in  the 
year;  new  orders  for  machinery  and  equipment,  after  falling  sharply  in 
the  late  months  of  1937,  stabilized  after  the  turn  of  the  year  and  moved 
upward  shortly  thereafter.  Sur\eys  of  the  plans  of  businesses  for  capital 
outlays  reported  in  September  1938  and  again  in  December  indicated  that 
the  decline  in  these  expenditures  had  ended  and  that  some  increase  was  in 
prospect.  Although  industrial  capacity  was  generally  ample,  the  need  for 
more  or  for  improved  facilities  was  already  being  felt  in  some  industries. 
Throughout  the  economy,  incrc*asc'd  competitive  pressures  and  rising  costs 
intensihed  the  search  for  more  efficient  production  techniques. 

Indications  that  home  building  would  help  promote  an  upturn  were 
apparent  early.  Applications  for  FHA  commitments,  after  declining  more 
than  seasonally  in  the  final  quarter  of  1957,  moved  moderately  upward 
through  March  1938  and  then  increased  strongly  for  the  next  six  months. 
The  number  of  new  private  dwelling  units  being  started  increased  steadily 
after  February.  As  was  to  be  expected,  time  was  required  for  these  changes 
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CHART  8 


Employment,  Hours,  and  Earnings  in  Manufacturing 

TKe  averase  Ien9th  of  the  workweek  turned  up  in  March  1958  .  .  . 
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CHART  9 


Employment,  Production,  and  Income 

Employment  changes  have  been  broadly  similar  to  previous  post¬ 
war  experience. 
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CHART  9 — Continued 
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Employment,  Production,  and  Income 

Changes  in  production  and  income  also  hove  been  similar  to 
previous  experience. 
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to  be  translated  into  actual  construction  activity,  but  the  volume  of  expendi¬ 
tures  for  residential  construction  turned  upward  after  May  and  quickly 
pushed  well  above  the  levels  of  1956  and  1957. 

The  rise  in  home  building  activity  and  the  stability  of  consumer  demand 
in  general  began  early  in  1958  to  exert  a  favorable  influence  on  the  inven¬ 
tory  policies  of  producers  and  distributors  of  building  materials  and  consumer 
goods.  In  the  first  quarter  of  the  year,  these  industries  were  cutting  back 
their  inventories  sharply.  Except  for  automobiles,  however,  sales  were  not 
falling  by  a  significant  amount,  and  in  many  cases  were  rising.  .\s  retail 
and  wholesale  firms  placed  larger  orders  with  manufacturiTs,  the  latter  in¬ 
creased  their  production,  both  to  meet  the  increased  sales  and  to  replenish 
their  own  inventories.  In  preparation  for  a  new  model  year,  the  automo¬ 
bile  industry  also  began  expanding  production  and  adding  to  inventories. 
The  change  in  the  rate  of  inventory  investment  by  wholesalers  and  retailers 
and  by  the  automobile  industry  accounted  for  a  rise  of  about  $4  billion  in 
national  product  between  the  first  and  fourth  quarters  of  1958,  about  one- 
seventh  of  the  total  increase  recorded  for  that  period. 

.Although  inventories  of  manufacturers  not  closely  associated  with  con¬ 
sumer  developments  continued  to  decline  throughout  the  summer  at  a  fairly 
rapid  rate,  they  eventually  began  to  feel  the  effects  of  the  increase  in  demand 
elsewhere.  Inventory  reductions  were  slowed  considerably,  as  production 
expanded  faster  than  sales;  but  in  some  industries,  particularly  those  pro¬ 
ducing  capital  goods,  liquidation  continued  in  the  final  quarter  of  1958. 
For  the  economy  as  a  whole,  however,  the  rate  of  production  in  the  fourth 
quarter  was  equal  to  sales,  whereas  in  the  first  quarter  it  had  been  $9.5 
billion  less  than  sales.  This  rise  of  $9.5  billion  accounted  for  more  than 
one-third  of  the  increase  in  gross  national  product  during  the  period. 

As  a  result  of  increases  in  sales  and  production,  and  a  continued  rise  in 
transfer  payments,  personal  income  began  to  rise  in  March.  .Apart  from  the 
effects  of  retroactive  salary  payments  to  Federal  employees  in  July,  and  the 
pattern  of  dividend  payments  in  December,  the  increase  continued  through 
the  year,  providing  the  basis  for  higher  consumption  expenditures.  Although 
the  decline  in  consumer  sfxmding  on  durable  goods  continued  through  the 
second  quarter,  total  con.sumption  expenditures  began  to  increase  in  that 
quarter  and  by  the  end  of  the  year  retail  sales  were  above  sales  a  year  earlier. 
After  September,  purchases  of  durable  goods  increased  substantially. 

Responding  to  the  increase  in  output  and  sales,  corporate  profits  recovered 
sharply  in  the  second  half  of  1958.  By  the  fourth  quarter  of  the  year,  they 
were  apparently  equal  to  the  highest  quarterly  figure  in  1957  and  only 
slightly  below  the  fH*ak  attained  in  1955.  Supplementing  the  increasing 
allowances  for  depreciation,  these  higher  earnings  were  providing  substan¬ 
tially  larger  amounts  of  internal  funds  to  business  concerns  by  the  end  of 
the  year. 

Had  it  not  been  for  extensive  work  stoppages  in  the  final  quarter,  the 
recovery  in  output,  employment,  and  income,  and  in  spending  by  consumers, 
would  have  been  more  rapid.  As  it  was,  changes  in  employment  followed 
fairly  closely  the  patterns  of  change  in  previous  postwar  cycles.  The  rate  of 
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unemployment,  whirh  had  risen  above  the  rate  in  previous  recessions  since 
the  war,  also  fell  rapidly.  In  the  final  two  months  of  the  year,  the  unem- 
plovment  rate  was  close  to  what  it  had  been  in  the  corresponding  period  in 
the  1948  50  recession  and  recovery,  though  still  above  what  it  had  been  in 
the  corresponding  period  in  1955-55  (Chart  9). 

Developmknts  in  World  Prodi'ction  and  Trade 


The  recession  was  not  limited  to  the  United  States  in  its  origins  or  in  its 
effects.  Production  ceased  to  expand  in  most  other  industrial  countries  of 
the  Free  World,  and  in  some  countries  it  declined  in  1957-58  (Chart  10). 
However,  the  general  level  of  industrial  output  abroad  in  the  closing  months 
of  1958  was  moderately  higher  than  it  had  been  a  year  earlier,  and  many 
indications  jxiinted  toward  a  renewal  of  expansion  in  countries  with  which 
the  .American  economy  is  closely  related.  World  commodity  prices,  crucial 
to  the  incomes  of  the  primary  producing  countries,  stabilized  in  the  first  half 
of  the  year,  and  some  of  them  tended  to  strengthen  in  the  second  half. 
World  trade,  after  its  first  significant  setback  since  the  Korean  conflict,  also 
ap|R’ared  to  reflect  a  strengthening  of  demand. 

rhe  pi'riod  of  expansion  which  preceded  the  recession  produced  certain 
maladjustments  abroad,  the  correction  of  which  entailed  at  least  some 
slowing  down  in  production  and  trade  b<‘fore  growth  could  be  resumed 
on  a  firmer  fcK)ting.  .As  in  the  United  States,  the  expansion  of  industrial 
capacity  in  certain  countries  was  greater  than  the  increase  in  industrial 
output.  In  the  United  Kingdom,  thi*  increase  in  capacity  resulting  from 
large  investment  outlays  after  1955  was  not  matched  by  a  corresponding 
increase  in  industrial  production  or  in  output  per  worker.  .As  wage  rates 
continued  to  rise  rapidly,  labor  costs  per  unit  of  output  increased.  Together 
with  rising  capital  costs,  they  exerted  an  upward  pressure  on  prices.  In 
most  other  industrial  countries,  the  investment  boom  was  translated 
into  a  rapid  growth  in  output  and  in  productivity.  Some  of  these 
countries,  especially  the  Federal  Republic  of  Germany,  Italy,  and  .Austria, 
successfully  combined  these  high  growth  rates  with  only  moderate  price 
increases.  Others,  however,  including  particularly  Japan,  France,  and 
the  Netherlands,  developed  strong  inflationarv-  pressures  at  home  and  unsus- 
tainably  heavy  external  deficits  as  their  demands  for  capital  goods  and  indus¬ 
trial  materials  rose.  To  these  maladjustments  were  added  the  strains  in 
international  payments  produced  by  the  Suez  crisis  and  the  short-term 
capital  movements  that  started  in  late  1 956. 

Readjustments  thus  had  to  be  made  in  a  number  of  countries  at  about 
the  same  time.  The  timing  of  these  shifts  was  partly  coincidental,  but  their 
effects  were  closely  intertwined.  A  contraction  of  demand  arising  out  of 
them  had  immediate  effects  on  inventory  policies  not  only  in  the  countries 
immediately  concerned  but  in  other  countries  as  well,  as  world  prices  of 
primary  commodities  weakened.  Some  commodities  were  already  vulner¬ 
able  to  such  changes.  This  was  especially  true  with  respiect  to  nonferrous 
metals,  for  which  production  capacity  in  the  United  States  and  abroad  had 
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World  Trade 

The  chief  decline  was  m  exports  of  the  U.  S.  and  the  primary 
producin9  countries  and  in  imports  of  other  industrial  countries. 
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been  rapidly  expanded  in  response  to  the  extraordinary’  demands  generated 
by  the  Korean  conflict  and  its  aftermath  and  by  the  investment  boom. 
Burdensome  surpluses  of  coffee  had  also  been  generated  f>y  excessi\e  in¬ 
creases  in  capacity. 

The  decline  of  commodity  prices,  in  turn,  reduced  the  buying  {lower  of 
countries  jiroducing  primary  products,  in  many  of  which  the  demand  for 
imports  had  already  grown  beyond  ex{Jort  earnings  or  other  means  of 
financing. 

For  these  reasons,  international  trade  receded  from  the  high  level  reached 
in  the  first  half  of  1957  and  declined  into  the  early  {lart  of  1958  (Chart  11). 
The  decline  was  especially  marked  in  United  States  ex{X)rts,  for  reasons 
related  to  their  commodity  com|}osition  and  country  distribution.  In  the 
second  half  of  1958,  however.  United  States  exfxirts  were  at  about  the  same 
rate  as  in  the  first  half  of  the  year,  and  there  afijieared  to  be  some  stn-ngth- 
ening  in  world  trade. 


Ol’TLOOK  FOR  1959 

.\n  examination  of  changes  in  demand  that  have  b«‘en  occurring  recently 
in  the  major  sectors  of  our  economy  provides  a  useful  basis  for  estimating 
further  changes  during  the  months  ahead.  In  the  private  sector,  the 
industries  that  su|)|ily  ca])ital  goods  and  faciliti»*s  have,  so  far.  con¬ 
tributed  only  modestly  to  the  n-covery.  New  orders  for  such  goods  hav«‘ 
improved  and  demands  for  them  have  begun  to  rise,  but  output  in  the 
industries  jiroducing  these  goods  has  not  increased  markedly  and  the 
increase  in  employment  has  been  even  more  restricted.  In  the  months 
ahead,  however,  these  industries  and  others  more  or  less  closely  related 
to  them  should  make  a  larger  contribution  to  rising  {iroduction.  emjjloy- 
ment,  and  income.  Factors  that  have  a  considerable  influence  on  ca|iital 
outlay  decisions  have  become  more  favorable.  Business  earnings  have 
improved.  The  rate  of  utilization  of  existing  industrial  capacity,  though 
still  not  exerting  pressure  on  businesses  generally  to  enlarge  their  facilities, 
has  increased  sufficient!'  to  bring  the  need  for  additional  ca{)acity  within 
sight  for  some  industries  and  firms.  Moreover,  the  need  for  controlling 
costs  provides  incentives  to  replace  obsolete  and  high-cost  facilities,  even 
though  they  remain  operational.  Present  evidence  indicates  that  business 
concerns  contemplate  no  further  curtailment  of  their  exfjenditures  for  new 
and  better  facilities,  and  an  upturn  in  such  expenditures  may  already  be 
under  way.  In  the  past,  imfiroving  economic  conditions  have  ty|}ically  led 
business  concerns  to  revise  upward  their  |)lans  for  ca{)ital  outlays,  and  it  is 
reasonable  to  believe  that  some  siu  h  n’vision  may  ake  place  as  the  year 
{jrogresses.  There  is  not.  as  yet,  a  sufficient  basis  for  judging  how  large 
the  eventual  increase  in  demand  from  this  sector  of  the  economy  may  be. 
but  it  seems  reasonable  to  ex{}ect  that  it  will  make  an  increasing  contribution 
to  a  rise  in  over-all  economic  activity. 

Although  residential  construction  has  already  risen  by  about  one-fourth 
since  mid- 1 958,  it  is  continuing  to  be  a  major  factor  in  economic  recovery. 
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i  Financing  commitments  already  in  hand  and  uncompleted  starts  should 

]  entail  some  further  increase  in  construction  outlays  in  the  next  few  months. 

Subsequently,  however,  the  level  of  building  activity  will  depend  increas- 
S  ingly  on  the  capacity  of  the  industry  to  compete  for  funds  in  the  capital 
I  markets.  Favorable  a(  tion  by  the  Congress  on  recommendations  made 
]  elsewhere  in  this  Report  to  corret  t  those  h-atures  of  our  housing  laws  that 
!  tend  curn-ntly  to  impede  the  flow  of  private  funds  into  home  financing 
I  would  significantly  improve  the  outlook  for  a  sustained  high  level  of  resi- 
I  dential  construction. 

For  the  time  being,  exports  are  still  affected  by  some  of  the  factors  that 
jj  (ontributed  to  their  decline  in  19.’)8:  a  leveling  of  industrial  activity  abroad; 
;  apparently  large  inventories  of  some  commodities  that  are  important  in 
I’nited  States  shipments;  and  continued  trade  deficits  and  strains  on  foreign 
i  exchange  reserves  in  some  of  the  primary  producing  countries.  These 
conditions  not  only  moderate  foreign  demands  for  United  States  output  but 
also  [)roduce  keener  exjxirt  com|}etition.  A  decisive  upturn  in  United 
Stat«’s  exports  can  scarcely  be  expected  until  a  renewed  rise  in  industrial 
ac  tivity  abroad  s<*ts  in,  and  perhaps  then  only  with  some  delay  where 
inventories  or  idle  capacity  are  large.  However,  there  are  encouraging 
indications  of  such  a  rise  in  some  countries  abroad,  and  policies  favorable  to 
economic  expansion  have  been  undertaken  generally.  Increased  demand 
arising  from  renewed  expansion  in  the  industrial  ( ountries  may  br*  expected 
to  benefit  the  trade  fjosition  of  primary  producing  countries.  Meanwhile, 
United  States  imports  appear  to  be  strengthening  further,  as  domestic  eco¬ 
nomic  activity  rises,  and  this  should  help  to  increase  foreign  buying  power, 
both  directly  through  larger  earnings  from  the  United  States  and,  more 
widely,  through  some  (ontinued  firming  of  raw  material  prices.  Accord¬ 
ingly,  the  prospect  is  that  in  the  course  of  this  year  foreign  economic  activity 
and.  possibly  with  some  delay,  tlie  foreign  demand  for  United  States  exptorts 
should  begin  to  rise  again  in  a  mutually  reinforcing  relationship  with  our 
own  economy. 

Farm  production  may  b»‘  expec  ted  to  remain  an  element  of  strength  and 
stability  in  1959.  Even  with  growing  conditions  less  favorable  than  in 
1958,  which  was  an  exceptional  year,  the  aggregate  output  of  crops  prom¬ 
ises  to  remain  high.  It  is  expected  that  the  total  supply  of  milk,  eggs,  and 
meat  will  be  increased,  the  last  especially  by  a  substantial  amount  of  pork. 
Large  production  and  stocks  of  many  crops  are  likely  to  keep  farm  prices 
under  some  pressure,  but  prices  of  many  products  are  protected  from  severe 
decline  by  governmental  supports.  Livestock  prices  may  recede  somewhat, 
owing  to  larger  supplies  of  hogs  and  poultry,  though  beef  cattle  prices  may 
remain  relatively  unchanged.  Farmers’  cash  receipts  from  marketings 
may  be  well  maintained  but  total  expenses  on  account  of  farm  production 
will  probably  continue  to  rise  somewhat,  reflecting  higher  payments  for 
wages,  taxes,  interest,  and  machinerv-.  Lower  or  unchanged  costs  are 
I  expected  for  other  items.  In  these  conditions,  income  from  farming  may 
be  slightly  below  that  in  1958,  but  still  high,  and  farmers’  expenditures  for 
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production  and  consumption  may  be  expected  to  remain  at  levels  favorable 
to  an  expansion  of  business  activity.  Also,  the  high  productivity  of  agricul¬ 
ture  and  large  stocks  of  food  and  feed  should  help  restrain  increases  in  the 
general  price  level  in  the  year  ahead. 

In  the  public  sector  of  the  economy,  a  rise  in  Government  outlays — Fed¬ 
eral,  State,  and  local  combined — may  be  expected  in  the  present  year, 
though  probably  a  smaller  increase  than  in  19.58.  Outlays  by  State  and 
local  governments  have  been  rising  steadily,  and  they  may  be  expected  to 
continue  expanding  at  the  same  rate  as  in  the  past  year,  if  not  at  a  somewhat 
higher  rate.  I'he  Federal  Government's  outlays  for  goods  and  services  and 
for  transfer  payments  in  connection  with  social  security  programs  will  in¬ 
crease  in  1959,  though  by  a  les.ser  amount  than  in  the  past  year. 

If  increases  in  the  demand  for  output  continue  to  develop  along  these 
lines,  the  liquidation  of  inventories  should  soon  come  to  an  end,  if  it  has  not 
already  done  so,  and  some  stepping  up  in  production  schedules  above  sales 
can  reasonably  be  expected.  A  building  up  of  stocks  of  materials  and  work 
in  prot  ess  is  typical  of  a  period  of  economic  expansion.  Moreover,  inven¬ 
tories  of  some  businesses  in  1958  appear  to  have  fallen  below  the  amounts 
appropriate  for  even  the  reduced  pace  of  sales  at  that  time.  The  improv«‘d 
liquidity  position  of  business  concerns  and  financial  institutions  should  make 
it  possible  to  finance  needed  increases  in  inventories  with  reasonable  ease. 

When  account  is  taken  of  the  currently  favorable  appraisal  of  eco¬ 
nomic  conditions  w’hich  consumers  appear  to  hold,  their  improved  credit 
jwsition,  and  the  higher  incomes  likely  to  be  generated  in  sectors  of  the 
economy  not  directly  connected  with  the  production  of  consumer  goods,  it 
seems  reasonable  to  expect  an  enlarging  market  for  these  goods  in  the  coming 
year.  In  turn,  higher  employment  in  these  industries  may  be  exp<'cted  to 
contribute  further  to  the  increase  in  economic  activity  generally.  On  the 
other  hand,  the  extent  to  which  increases  in  mcome  can  lead  to  higher  con¬ 
sumption  of  goods  and  services,  and  thus  to  higher  levels  of  production  and 
employment  in  the  consumption  goods  industries,  depends  on  whether 
increases  in  wage  and  other  costs  are  held  within  limits  consistent  with  rea¬ 
sonable  stability  of  consumer  prices. 

With  due  allowance  for  the  limitations  that  surround  all  efforts  to  fore¬ 
cast  the  probable  course  of  activity  in  a  free  economy,  there  is  a  reasonable 
basis  for  confidence  that  the  recent  improvement  :n  activity  will  be  ex¬ 
tended  into  the  months  ahead.  However,  it  must  be  recognized  that  the 
actions  of  all  individuals  and  groups  in  the  Nation  -consumers,  business 
concerns,  labor  organizations,  and  Govermiu  nt — will  have  a  decisive  bear¬ 
ing  on  the  outcome.  All  must  play  their  parts  appropriately  if  the  high 
levels  of  employment,  production,  and  purchasing  [)ower  envisaged  by  the 
Employment  Act  are  to  be  attained.  A  significant  contribution  by  Govern¬ 
ment  to  the  accomplishment  of  this  purpose,  and  particularly  to  the 
achievement  of  the  price  stability  essential  for  sustainable  economic  growth, 
would  be  assured  by  the  economic  program  outlined  in  Chapter  4.  That 
program  is  recommended  to  the  favorable  attention  of  the  Congress. 


Chapter  3 

Fconomic  Policies  in  1958 


V  ARIOUS  MEASURES  undertaken  by  Government  helped  overcome 
tlie  contractive  forces  in  our  economy  in  1957-58.  Some  of  these 
Tiieasures  were  initiated  specifically  to  help  n-verse  the  decline  and  to 
promote  a  higher  level  of  business  activity.  Others  were  designed  to 
mitigate  tht‘  s[)ecial  hardships  experienced  by  individuals  and  families 
through  loss  of  employment.  Still  others  were  called  for  by  considerations 
entirely  independent  of  economic  conditions,  but  they  nevertheless  had  the 
effec  t  of  stimulating  et  onomic  activity.  After  the  recovery  started,  policies 
were  dire(  ted  to  helping  a(  hieve  a  high  and  sustainable  rate  of  economic 
growth  with  stable  prices. 

.\  review  of  these  actions  and  an  appraisal  of  how  they  influenced 
the  year's  economic  dewlopments  an*  important  as  guides  for  Govern¬ 
ment  and  for  private  individuals  and  groups  in  meeting  future  problems  of 
economic  stabilization  with  balanced  and  constructive  [X)licies. 

I’oi.iciK.s  Di  rinc,  thk  Contraction 

Money  and  Credit 

During  the  past  18  months,  monetary  and  credit  policy  was  directed 
siK  cessively  to  moderating  the  rate  of  credit  expansion,  helping  to  reverse 
economic  contraction,  and  encouraging  a  steady  and  balanced  recovery  and 
growth. 

Demands  for  capital  and  credit  were  heavy  in  the  months  preceding  the 
1957  downturn.  Plant  and  ecjuipment  expenditures  were  at  an  all-time 
high,  and  expanding  inventories  retjuired  financing.  Because  the  cash  and 
licjuidity  position  of  busines.ses  was  relatively  strained,  funds  to  help  finance 
investment  programs  and  working  capital  needs  were  necessarily  sought  in 
large  volume  from  outside  sources.  But  because  the  Federal  Reserv’e  Sys¬ 
tem  confined  the  reserves  supplied  to  member  banks  at  its  own  initiative  to 
amounts  consistent  only  with  seasonal  swings  in  activity,  bank  credit  was 
less  readily  available  than  in  1956.  Businesses  did  obtain  additional  credit 
from  commercial  banks,  but  the  increase  was  much  smaller  than  in  1956, 
and  more  reliaiue  for  funds  had  to  be  placed  on  the  capital  markets. 
Securities  offered  by  corporations  increased  to  a  new  high  volume,  and  the 
offerings  of  State  and  local  governments  approached  record  amounts. 
•Meanwhile,  the  flow  of  funds  into  life  insurance  companies,  savings  and 
loan  associations,  and  mutual  savings  banks  slackened.  Although  larger 
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CHART  12 


Interest  Rates  and  Bond  Yields 

Sliort-term  interest  rates  continued  to  decline  until  mid-1958,  the 
rose  sharply  until  October. 


PERCENT  PER  ANNUM 


INTEREST  RATES 


PWIME  COMMERCIAL  PAPE* 
(4-6  MONTHS) 


. . ...M 


federal  reserve  bank 

DISCOUNT  RATE 


SOURCES;  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM,  MOODY’S  INVESTORS 
SERVICE,  AND  TREASURY  DEPARTMENT. 
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Excess  RESeSVES' 


t  AVERASES  OF  DAILY  PISURES. 

R  CHANCE  IN  RESERVE  REQUIREMENTS. 

SOURCE;  SOARO  OF  OOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM. 


amounts  of  savings  were  supplied  from  other  sources,  notably  from  the  in¬ 
creasing  volume  of  time  deposits  in  commercial  banks,  the  rising  tide  of 
financial  demands  in  the  capital  markets  helped  bring  about  progressively 
higher  interest  rates  and  bond  yields.  The  peak  of  credit  and  capital  costs 
came  in  the  fall  of  1937,  when  interest  rates  generally  reached  the  highest 
levels  since  the  early  1930’s  (Chart  12) . 

By  the  end  of  September,  there  were  indications  that  the  demand  by 
business  concerns  for  bank  credit  was  slackening;  and  the  flow  of  funds 
into  home  financing  fell  as  the  ceiling  interest  rates  on  federally  under¬ 
written  mortgages  became  increasingly  out  of  line  with  yields  available  on 
investments  not  subject  to  such  controls.  In  the  second  half  of  October, 
the  Federal  Reserve  authorities  began  to  ease  slightly  the  reserve  position 
of  member  banks  through  open  market  operations  in  I’nited  States  Gov¬ 
ernment  securities.  This  was  followed  in  mid-November  by  a  reduction 
in  the  discount  rate  from  3|/2  percent  to  3  percent,  signaling  a  decisive 
change  in  policy.  Subsequently,  the  Federal  Reserve  authorities  eased 
reserve  positions  still  more  by  open  market  purchases  of  Government 
securities  and  released  soiiie  $1.3  billion  of  bank  reset ves  by  lower¬ 
ing  reserve  requirements.  In  a  series  of  steps  over  five  months  beginning 
in  mid-November,  the  discount  rate  was  reduced  to  1«<4  }x-rcent. 
By  March  1938,  the  reserve  position  of  banks  had  eased  markedly.  Mem¬ 
ber  bank  borrowings  from  the  Federal  Reserve  Banks  were  nearly  $1  billion 
below  those  of  September  1937,  and  net  free  reserves  (excess  reserves  less 
borrowings)  had  increased  to  $300  million.  This  reserve  position  of  mem¬ 
ber  banks  remained  virtually  unchanged  until  July  1938  (Chart  13). 
Monetary  policy  was,  moreover,  sufficiently  expansionary  to  offset  the 
impact  on  bank  reserves  of  a  gold  outflow  of  $1.4  billion,  which  to<ik  place 
in  the  first  six  months  of  the  year. 

These  steps  produced  emphatic  reactions  in  financial  markets.  The 
improved  reserve  position  of  commercial  banks  enabled  them  to  add  nearly 
$10  billion  in  loans  and  investments  to  their  assets  in  the  first  half  of  1938. 
This  took  the  form  largely  of  additions  to  their  holdings  of  United  States 
Government  securities,  which  increased  $6.0  billion  by  midyear,  but  their 
holdings  of  State  and  local  securities  also  increased  significantly.  The  de¬ 
mand  for  bank  credit  from  most  other  borrowers  was  not  heavy,  and  other 
forms  of  credit  increased  only  a  little  or  declined.  As  a  result,  the 
ratio  of  United  States  Government  securities  to  loans  in  bank  portfolios 
increased. 

Because  the  major  part  of  this  increase  in  bank  assets  was  reflected  in 
an  expansion  of  $3.7  billion  of  time  deposits,  the  volume  of  demand 
deposits  and  currency,  which  is  the  economy’s  active  money  supply,  increased 
by  only  $2.2  billion,  on  a  seasonally  adjusted  basis  (Chart  14).  Without 
jx>sing  potentially  inflationary'  threats,  this  timely  expansion  of  the  money 
supply  helped  to  improve  the  liquidity  position  of  the  economy  generally. 
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CHART  14 


Money  Supply 

TKc  money  supply  increased  in  1958;  mainly  in  the  first  7  months 


of  the  year. 

BiLLtONS  OF  DOLLARS  * 


A  END  OF  month 

SOURCES;  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM,  NATIONAL  BUREAU 
OF  ECONOMIC  RESEARCH,  ANO  COUNCIL  OF  ECONOMIC  ADVISERS. 

Borrowing  costs  and  investment  yields  in  capital  and  credit  markets  re¬ 
acted  quickly  to  these  developments.  Short-term  interest  rates  fell  sharply. 
The  rate  on  91 -day  Treasury  hills  dropped  significantly  below  1  percent  by 
May,  and  the  rate  on  prime  commercial  paper  was  reduced  to  as  low  as  1  Va 
percent  in  June.  In  the  market  for  longer-term  funds,  the  yield  on  out¬ 
standing  long-term  United  States  Government  issues  fell  to  a  low  of  3.05 
percent  in  April,  a  decline  of  19  jjercent  from  the  October  1957  high.  By 
the  time  the  economy  was  turning  from  recession  to  recovers-,  the  yield  on 
high-grade  corporate  bonds  had  fallen  14  percent  below  its  1957  high, 
and  the  yield  on  high-grade  municipal  securities  almost  19  percent.  Prices 
of  FH.A-insured  and  VA-guaranteed  home  mortgages  in  secondary  markets 
had  risen  significantly  by  midyear,  and  there  was  a  rapid  improvement  in 
the  availability  of  mortgage  investment  funds  throughout  the  countrs-. 

Housinn  and  Home  Financing 

Nowhere  in  the  economy  was  the  stimulative  effect  of  the  easing  of  credit 
conditions  more  clearly  visible  than  in  residential  building.  Evidences  of 
underlying  strength  in  this  area,  in  which  activity  had  been  declining  more 
or  less  steadily  for  two  years,  were  apparent  as  early  as  mid- 1957.  Low 
\acancy  rates,  a  somewhat  quickened  tempo  of  sales,  and  a  reduction  in 


37 

48U916  0—31) - 4 


the  number  of  unsold  houses  held  by  builders  sugjG;ested  a  firming  of 
demand.  In  numerous  communities,  the  elimination  of  rent  controls  had 
created  conditions  more  favorable  to  the  construction  of  apartment  proj¬ 
ects;  and  significant  progress  had  been  made,  through  the  provision  of 
needed  community  facilities,  in  removing  deficiencies  that  were  impeding 
the  construction  of  single-family  homes.  In  August  1957,  minimum  down- 
pa\-ment  requirements  on  FII.A-insured  loans  were  reduced  by  administra¬ 
tive  order,  issued  under  the  authority  granted  by  the  Housing  Act  of  that 
year.  And  the  increase  in  residential  construction  costs,  which  had  been 
particularly  rapid  during  1955  and  a  good  part  of  1956,  halted. 

In  this  favorable  environment,  an  increase  in  the  flow  of  private  funds 
into  the  home  mortgage  market  served  rather  (juickly  to  initiate  an  upturn 
in  prospective  residential  building  activity.  Indeed,  the  reaction  was  so 
marked  that  it  was  necessary  in  January  1958  to  recpiest  authority  from 
the  Congress  to  use  additional  funds  to  meet  the  costs  of  processing  an 
une.xpectedlv  large  volume  of  applications  for  Ffl.\  loan  insurance  (Chart 

15). 

Numerous  administrative  actions  were  taken  to  spur  building  activity. 
In  December  1957,  more  than  $175  million  was  released  for  purchases  of 
mortgages  by  the  Federal  National  Mortgage  Association  (FNM,\)  and 
to  assist  urban  renewal.  Early  in  January  1958,  the  rule  requiring  that 
closing  costs  on  FH.A-insured  loans  be  paid  in  cash — a  rule  which  had  bt'en 
imposed  in  1955  as  a  check  on  the  excessive  use  of  credit — was  rescinded. 
In  February-,  a  new  program  was  launched  by  the  Federal  Home  Loan 
Bank  Board  to  make  loans  available  on  a  five-year  basis  to  member  asso¬ 
ciations,  supplementing  its  shorter-term  loan  program.  In  March,  adjust¬ 
ments  were  made  in  allowable  discounts  on  \W  loans,  another  $200  million 
was  released  to  the  FNMA  for  the  purchase  of  mortgages  under  its  special 
assistance  programs,  and  the  Housing  and  Home  Finance  Agency  was 
directed  by  the  President  to  expedite  construction  on  approved  and  planned 
projects  for  college  housing,  urban  renewal,  and  public  housing.  Early  in 
April,  minimum  dow  npayment  requirements  on  \\\-guaranteed  loans  were 
reduced.  In  the  same  month,  several  additional  steps  were  taken  under 
authority  granted  by  the  newly  approved  housing  legislation.  Adjustments 
were  made  in  the  interest  rate  on  military  housing  to  expedite  the  flow  of 
private  funds  into  this  type  of  investment :  minimum  downpayment  require¬ 
ments  were  reduced  on  FHA-insured  loans;  the  interest  rate  on  VA-guaran- 
teed  loans  was  adjusted  upward  to  the  maximum  permitted  under  the  law. 
in  order  to  draw  additional  funds  into  this  type  of  investment;  discount 
controls,  which  had  previously  tended  to  block  the  flow  of  funds  into  FH.A- 
insured  and  VA-guaranteed  loans,  were  removed;  and  $325  million  was 
released  by  the  President  for  purchases  by  the  FN.MA  of  mortgages  on 
properties  in  urban  renewal  areas  and  on  housing  for  elderly  persons  and 
for  military  personnel.  Funds  were  made  available  in  April,  May,  July. 


and  August,  under  the  FNMA  special  assistance  pro,e[ram  created  by  the 
April  housing  legislation  for  the  purchase  of  mortgages  ranging  in  amount 
u|)  to  $Ki,500.  At  that  time,  the  law  required  that  qualifying  mortgages 
he  purchased  at  par.  Since  this  assured  financing  of  projects  at  costs  below 
tlie  price  of  funds  obtainable  from  private  sources,  and  because  the  law 
authori/ed  the  issuance  of  advance  commitments,  builders  turned  at  once 
to  the  Federal  Government.  By  the  middle  of  September,  virtually  all  of  the 
SI  billion  authorized  by  this  legislation  had  been  committed  to  b<-  paid  out 
as  mortgages  were  delivered. 

.‘\s  already  indicated,  evidence  of  an  imminent  upturn  in  home  building 
was  visible  even  before  the  end  of  1957,  but  the  increase  naturally  lagged 
by  some  months  behind  the  improvement  in  financial  conditions.  .A  small 
increase  in  housing  starts  beyan  in  March  1958,  when  the  seasonally  ad¬ 
justed  annual  rate  rose  slightly  above  the  915,000  reached  in  February.  By 
December  1958,  starts  of  new  homes  had  reached  a  rate  of  1,430,000.  The 
volume  of  new  residential  construction  expenditures  also  increased,  but 
somewhat  later  than  the  rise  in  housing  starts.  .Although  other  types  of 
construction  activity  continu<‘d  at  a  high  level,  it  was  residential  building 
that  supplied  the  major  impetus  from  the  construction  field  to  general 
economic  recovery. 

CHART  IS 

Housin9  Starts  and  Requests  for  Federal  Underwritrns 

Private  housin9  starts  rose  sharply  after  March  1958.  Appli¬ 
cations  for  FHA  and  VA  financin3  increased  before  midyear, 
then  declined. 


millions  of  units 
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Unemployment  Insurance  Benefits 

The  primary  objective  of  our  Federal-State  system  of  unemployment 
insurance  is  directly  to  aid  those  experiencing  involuntary  loss  of  employ¬ 
ment.  However,  by  sustaining  the  aggregate  purchasing  power  of  consumers 
at  a  level  higher  than  would  otherwise  prevail,  these  payments  contribute 
significantly  to  the  stabilization  of  the  whole  economy. 

In  both  these  respects,  benefit  payments  were  materially  helpful  during 
the  1957-58  recession.  Payments  rose  moderately  in  the  third  c|uarter  of 
1957  and  ver\-  sharply  in  the  fourth  quarter  and  after  the  turn  of  the  year, 
as  unemployment  mounted.  From  July  1957  to  April  1958,  they  directly 
oflfset  about  one-third  of  the  decline  in  wage  and  salary  disbursements 
and,  because  they  are  not  taxable,  their  t'ffect  in  maintaining  disposable 
personal  income  was  even  greater. 

The  contraction  of  job  opportunities  meant  that  unemployment  was  ex¬ 
tended  for  many  workers  beyond  normal  lengths  and  beyond  tbe  period 
of  benefit  rights  under  basic  laws.  As  a  result,  the  number  of  persons 
exhausting  their  benefits  rose  from  82,000  per  month  in  Septemb<'r  1957 
to  a  peak  of  285,000  in  July  1958. 

Legislation  was  requested  in  March  1958  to  lengthen  temporarily  the 
period  of  entitlement  to  unemployment  benefits,  and  a  bill  was  enacted  in 
June.  States  participating  in  this  temporary  program,  or  otherwise  ex¬ 
tending  the  duration  of  benefits,  accounted  for  70  percent  of  covered  em¬ 
ployment.  The  number  of  unemployed  persons  eligible  for  its  benefits 
reached  a  maximum  of  658,000  in  late  August  1958.  Extra  benefits 
amounted  to  about  $390  million  during  the  year. 

Defense  Procurement 

The  Economic  Rejxirt  of  January  1958  noted  that  the  economy  was 
beginning  to  feel  the  impact  of  an  increase  in  defense  expenditures.  In 
the  January  1958  Budget  Message,  $39.6  billion  of  new  obligational 
authority  was  requested  for  the  military  functions  of  the  Department  of 
Defense,  and  budget  expenditures  of  $40.3  billion  were  contemplated  for 
the  fiscal  year  1959.  The  latter  figure  was  $1.4  billion  higher  than  the 
expenditures  estimated  for  fiscal  1958.  Much  of  this  increase  resulted 
from  higher  planned  expenditures  for  military  research  and  development 
programs,  additional  military  construction,  and  a  contingency  reserve  for 
the  acceleration  of  weapons  development.  In  line  with  national  security 
policy,  a  supplemental  appropriation  request  of  close  to  $1.3  billion  was 
made  on  January  7,  1958,  as  an  advance  on  the  program  for  the  fiscal  year 
1959;  and  in  April,  close  to  $1.5  billion  of  additional  funds  w-ere  requested 
for  the  fiscal  year  1959. 

The  acceleration  of  defense  procurement  under  the  amounts  appropriated 
in  the  calendar  year  1958  and  prior  years  was  soon  evident  in  the  awarding 
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of  contracts  for  major  items.  In  the  third  quarter  of  1957,  gross  obligations 
for  major  procurement  and  production  in  the  Department  of  Defense  mili¬ 
tary  functions  amounted  to  $2.2  billion.  They  rose  to  nearly  $3.9  billion 
in  the  fourth  quarter  of  1957,  and  reached  $4.7  billion  and  $6.1  billion  in 
the  first  and  second  quarters  of  1958,  respectively. 

Because  changes  in  the  backlog  of  unfilled  orders  permit  the  rate  of  cur¬ 
rent  production  to  follow  a  more  even  course  than  would  be  dictated  by 
the  flow  of  new  orders  alone,  this  acceleration  in  defense  contracting  was 
not  accompanied  by  a  corresponding  increase  of  output  in  the  aflfected 
industries.  However,  the  rise  in  defense  contracting  in  the  first  half  of 
1958  did  result  in  an  expansion  of  defense  production,  and  through  its 
effect  on  the  inventory  policies  of  defense  contractors  had  a  significantly 
stimulative  effect  on  the  economy. 

Civil  Procurement  and  Construction 

Steps  taken  to  accelerate  needed  Government  procurement  and  con¬ 
struction  in  nondefense  programs  also  had  a  helpful,  though  necessarily 
limited,  effect.  Early  in  March,  accelerated  procurement  of  needed  equip¬ 
ment  and  supplies  was  authorized,  and  instructions  were  issued  to  agencies 
( ailing  for  tin*  placement  of  as  many  planned  orders  as  possible  under  avail¬ 
able  authorizations.  Stress  was  placed  on  the  desirability  of  giving  these 
orders,  insofar  as  possible,  to  firms  in  areas  of  substantial  labor  surplus. 

Legislation  was  requested  in  March  and  enacted  in  .April  to  make  avail¬ 
able  for  immediate  use  one-half  of  the  amounts  requested  for  the  purchase 
of  supplies  and  equipment  in  the  fiscal  year  1959.  The  General  Services 
.Administration,  the  Veterans  .Administration,  and  other  civilian  agencies 
ordered  substantial  quantities  of  supplies  under  this  plan,  and  the  Post 
Office  Department  placed  orders  for  new  tnicks  earlier  than  had  been 
scheduled.  A  program  for  accelerating  the  repair  and  modernization  of 
Federal  buildings  was  also  put  into  operation  in  March,  and  congressional 
assent  to  requests  for  supplemental  appropriations  made  it  possible  to  con¬ 
tinue  an  accelerated  rate  of  activity  on  Federal  water  projects  already  under 
way. 

Acceleration  of  Grants-in-Aid  and  Tax  Refunds 

.Viocations  to  State  and  local  bodies  under  various  Federal  grant  pro¬ 
grams,  including  aid  for  the  construction  of  hospitals,  medical  research 
facilities,  and  airports,  were  accelerated  during  March  and  April  so  that 
contracts  might  be  negotiated  for  projects  that  could  be  started  immediately. 

Special  efforts  were  made  by  the  Internal  Revenue  Service  in  1958  to 
speed  up  the  payment  of  refunds  to  those  who  had  overpaid  their  1957 
income  taxes.  Refunds  distributed  in  the  first  five  months  of  the  year  ex¬ 
ceeded  those  of  the  same  period  of  1957  by  $700  million. 
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Federal- Aid  Highway  Program 

In  order  to  maintain  construction  of  the  Interstate  Hiuihway  System  on 
schedule.  legislation  was  requested  to  permit  lartjer  allocations  to  the 
States  than  would  have  been  possible  under  the  orieinal  provisions  of  the 
law.  Such  legislation  was  enacted  in  .April,  and  allotments  were  promptK 
made.  During  the  following  six  months,  contracts  were  negotiated  by  tin 
States  for  the  construction  of  Federal-aid  highways  to  cost  $3  billion,  8h 
percent  more  than  the  amount  obligated  during  the  corresjxmding  period 
of  1957  (Table  3).  During  this  same  six-month  period,  Federal  payments 
to  the  States  exceeded  $l'/4  billion.  This,  also,  was  more  than  80  percent 
greater  than  the  amounts  paid  during  the  same  months  a  year  earlier. 


Table  3. — Obligations  and  payments  on  Federal-aid  highway  programs,  1957-58 
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Federal  Credit  Programs 

Steps  to  help  counter  the  recession  were  taken  in  a  number  of  Federal 
credit  programs  outside  the  housing  field.  Loan  approvals  by  the  Small 
Business  .Administration  during  the  first  half  of  1958  amounted  to  about 
$122  million,  $33  million  more  than  in  the  corresponding  period  of  1957 
The  Export-Import  Rank  contributed  even  more  heavily  to  the  increased 
volume  of  Federal  lending  activity.  Its  contribution  through  loan  author¬ 
izations  toward  the  financing  of  domestic  economic  activity  is  estimated  to 
have  been  more  than  $250  million  larger  in  the  first  half  of  1958  than  in 
the  corresponding  period  of  1957. 

Federal  Fiscal  Operations 

Not  all  Federal  actions  taken  to  help  counteract  recession  are  reflected  in 
Federal  budget  accounts.  Many  involved  no  additional  budget  outlays 
at  all  and,  where  the  placement  of  contracts  and  orders  was  involved,  some 
part  of  the  impact  on  the  economy  came  at  an  earlier  date  than  would  be 
suggested  by  their  eventual  reflection  in  the  budget  as  expenditures.  Even 
so,  significant  interactions  between  economic  developments  and  Govern¬ 
ment  fiscal  operations  are  revealed  in  the  Federal  budget. 
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In  the  fiscal  year  1958,  Federal  expenditures  were  $2.5  billion  hitcher 
than  in  the  fiscal  year  1957 — the  twelve-month  period  which  preceded  the 
1957  downturn  (Table  4).  This  increase  was  due  in  part  to  actions  taken 
specifically  to  help  counter  the  recession  but  in  part  also  to  actions  which, 
though  taken  for  other  reasons,  had  an  expansive  effect  on  the  economy. 
Directly  and  indirectly,  increases  in  Federal  expenditures  resulted  in  an 


l'\Bi  K  4. — Federal  budget  receipts  and  expenditures,  fiscal  years  1957-60 
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additional  demand  for  output  at  a  time  when  private  demand  had  slack- 
ftied.  Furthermore,  a  small  part  of  the  impact  of  the  recession  on 
economic  activity  in  general  was  lessened  by  a  decline  in  personal  income 
tax  payments.  Because  of  the  structure  of  our  tax  system,  the  decline  in 
personal  income  after  taxes  was  less  than  the  decline  in  income  before 
taxes. 


CHART  16 

Federal  Government  Receipts  and  Expenditures 

National  Income  Accounts 

Expenditures  rose  steadily  in  1958.  Receipts  fell  in  the  first  part 
of  the  year  and  increased  thereafter. 
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The  effect  of  changes  in  the  Federal  Government’s  fiscal  operations  can 
be  followed  more  closely  in  our  national  income  accounts.  Total  receipts 
and  payments  as  registered  in  these  accounts  are  larger,  and  differ  from 
those  in  the  budget,  mainly  because  of  the  inclusion  of  trust  fund  operations, 
the  exclusion  of  intra-governmental  transactions,  and  the  timing  of  trans¬ 
actions  on  a  basis  more  closely  related  to  their  economic  effects. 

These  accounts  show  that  in  the  third  quarter  of  1957  the  Federal  Gov¬ 
ernment  was  withdrawing  more  funds  from  the  economy  through  receipts 
than  it  was  putting  in  through  disbursements.  Aggregate  receipts  at  the 
seasonally  adjusted  annual  rate  of  $83.5  billion  exceeded  disbursements 
by  $3.4  billion.  By  the  first  quarter  of  1958,  on  the  other  hand,  receipts 
fell  short  of  disbursements  by  an  annual  amount  of  $6.6  billion;  in  this 
quarter,  therefore,  the  Federal  Government's  combined  fiscal  operations 
were,  on  balance,  exerting  a  stimulative  effect  on  the  economy.  This 
turnabout  of  $10  billion — nearly  three-fourths  of  which  was  reflected  in 
the  decline  in  receipts — had  a  greater  impact  on  the  economy  than  did  fiscal 
operations  in  either  of  the  two  other  postwar  contractions  (Chart  16). 

Policies  After  the  Upturn 

With  production,  employment,  and  income  moving  upward  in  the  second 
quarter  of  1958,  the  economic  policies  of  Government  became  concerned 
increasingly  with  keeping  the  recovery  on  a  sound  basis  and  promoting  a 
sustainable,  long-term  expansion. 

Credit  and  capital  markets  responded  quickly  to  the  rapidly  strength¬ 
ening  confidence  that  a  firm  recovery  was  under  way.  The  large  financing 
requirements  of  the  Treasury  also  influenced  financial  markets.  The 
upturn  in  interest  rates,  which  reflected  these  changed  views  and  conditions, 
was  accentuated  by  the  liquidation,  beginning  in  June,  of  large  speculative 
holdings  of  United  States  Government  securities.  Interest  rates  subse¬ 
quently  stabilized,  however,  and  the  liquidation  appears  not  to  have  had  an\ 
continuing  effect  on  capital  costs.  To  the  greatest  extent  possible,  the 
large-scale  Treasury  financing  that  was  essential  in  these  months  was  carried 
out  in  ways  designed  to  minimize  inflationary  consequences  and  yet  not  to 
hamper  the  recovery  and  expansion  of  the  economy  by  putting  undue  pres¬ 
sure  on  long-term  capital  markets. 

The  events  of  1958  presented  an  unusual  variety  of  problems  in  the  man¬ 
agement  of  the  public  debt.  During  the  year,  an  increase  of  $8  billion  in 
the  public  debt  had  to  be  financed,  and  $53.2  billion  o.  maturing  marketable 
issues  (exclusive  of  bills)  needed  refinancing.  At  the  same  time,  the 
reduced  pressure  of  private  demand  for  credit  made  it  practicable  to  under¬ 
take  a  lengthening  of  the  average  maturity  of  the  Federal  debt.  In  the  first 
six  months  of  the  year,  $19.6  billion  of  intermediate  and  long-term  securities 
were  issued,  which  resulted  in  a  significant  increase  in  the  average  length  of 
the  outstanding  marketable  debt.  But  after  July,  heavier  than  expected 
subscriptions  to  the  June  exchange  bond  and  the  later  rapid  decline  in  bond 
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CHART  17 


Stock  Prices  and  Credit 


Stock  prices  rose  to  a  record  level  in  1958. 
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prices  caused  the  Treasury’  to  repurchase  a  quantity  of  its  newly  issued  secu¬ 
rities.  During  the  latter  part  of  July,  the  Federal  Reserve  suspended 
temporarily  its  policy  of  confining  open  market  opn-rations  to  short-term 
securities.  For  the  remainder  of  19.")8,  the  Treasury  confined  its  borrowings 
to  maturities  not  in  excess  of  2/2  years. 

It  was  evident  by  the  end  of  the  year  that  the  I'reasury’s  vast  and  dif¬ 
ficult  financing  operation  was  b<‘ing  satisfactorily  concluded.  Hy  De¬ 
cember  31,  most  of  the  Treasury’s  prospective  new  money  requirements 
for  the  current  fiscal  year  had  already  been  met.  The  Federal  debt  increased 
$6.6  billion  during  the  second  half  of  the  year,  but  only  about  $2  billion  of 
additional  United  States  Government  securities  had  been  absorbed  by  the 
banking  system.  The  expansion  of  the  money  supply,  measured  in  tenns  of 
demand  deposits  and  currency  in  circulation,  had  been  limited  to  about  $3 
billion,  or  2  percent,  in  the  second  half  of  the  year.  Most  of  the  remainder 
of  the  Treasury’s  borrowing  needs  during  this  half-year  were  met  from  non- 
financial  corporations  and  other  short-term  investors,  rather  than  from 
longer-term  holders  of  securities. 

.\s  business  conditions  improved,  monetary  and  credit  fxilicy  was  shifted, 
with  a  view  to  limiting  the  expansion  of  bank  credit  to  a  sustainable  pace 
The  increased  restraint  on  bank  reserves  was  marked  by  the  sharp  rise 
in  member  bank  borrowings  that  began  in  August.  Discount  rates  were 
raised  to  2  percent  in  August  and  to  2/2  percent  in  October,  as  short-term 
money  rates  moved  upward.  Margin  requirements  on  new  sto<  k  purchases 
were  raised  from  50  percent  to  70  percent  in  .August  and  to  90  percent  in 
October,  to  prevent  the  excessive  use  of  credit  in  stock  market  transactions, 
equity  prices  having  risen  in  the  meantime  to  record  levels  (Chart  17). 

The  response  of  interest  rates  to  the  recovery  of  the  economy  and  the 
shift  in  monetary  policy  was  rapid.  Within  the  short  space  of  four  months, 
a  rise  in  short-term  borrowing  costs  wiped  out  much  of  the  previous  re¬ 
duction,  long-term  capital  costs  returned  to  the  levels  they  had  reached 
in  the  late  summer  and  early  fall  of  1957,  and  funds  became  more  costly 
and  somewhat  less  readily  available  in  the  mortgage  market.  By  the  close 
of  the  year,  capital  and  credit  markets  had  moved  a  considerable  distance 
toward  the  conditions  prevailing  18  to  24  months  earlier. 

Federal  receipts  and  disbursements  also  reflected  the  economic  and 
financial  developments  of  the  recovery  period.  The  aggregate  of  the  Fed¬ 
eral  Government’s  disbursements,  as  registered  in  national  income  accounts, 
rose  from  a  seasonally  adiusted  annual  rate  of  $82.8  billion  in  the  first 
quarter  of  1958  to  $90.6  billion  in  the  final  quarter.  Meanwhile,  Federal 
receipts  of  all  types,  which  had  declined  under  the  impact  of  recession  to 
an  annual  rate  of  $76.1  billion  by  the  first  quarter  of  1953,  rose  to  a  rate 
of  $83.4  billion  in  the  fourth  quarter. 

The  gap  between  the  Federal  Government’s  disbursements  and  receipts 
narrowed,  from  a  rate  of  $9.9  billion  in  the  second  quarter  of  the  year  to 
$7.2  billion  as  the  year  ended,  as  the  fiscal  operations  of  Government,  which 
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had  tended  earlier  in  the  year  to  cushion  the  contraction,  moved  in  the 
direction  of  restoring  a  balance  between  outlays  and  receipts  and  thereby 
countering  potentially  inflationary  tendencies.  This  direction  of  change  in 
the  fiscal  operations  of  Government  is  favorable  to  sustainable  economic 
growth  and  improvement.  Its  beneficial  effects  would  be  extended  by 
enactment  of  the  financial  plan  presented  to  the  Congress  in  the  1960  budget. 


Chapter  4 

A  Program  for  Economic  Growth 
with  Price  Stability 

The  employment  act  of  1946,  under  which  this  Report  is 

submitted  to  the  Congress,  lays  principal  emphasis  on  the  need  for 
public  and  private  policies  to  promote  high  levels  of  employment,  produc¬ 
tion,  and  purchasing  power.  Achievement  of  these  goals  has  assumed 
increasing  importance  with  the  addition  of  a  heavy  and  continuing  burden 
the  maintenance  of  strong  national  defenses — which  our  economy  must 
carry  while  raising  the  living  standards  of  an  increasing  population  and 
helping  to  discharge  the  Nation’s  international  responsibilities. 

Experience  during  the  life  of  the  Act  has,  however,  directed  attention  more 
and  more  to  the  need  for  a  framework  of  reasonable  price  stability  in  order  to 
achieve  sustainable  economic  growth.  A  persistent  upward  movement  of 
prices  would  do  great  harm  to  our  economy.  Quite  apart  from  the 
inequities  it  would  impose  on  those  whose  incomes  would  not  rise  cor- 
respKDndingly,  it  would  narrow  markets  at  home  for  important  groups  of 
goods,  lower  our  capability  to  compete  in  the  world’s  markets,  and  by 
requiring  restrictive  fiscal  and  monetary  policies,  lessen  our  chances  of 
fully  realizing  our  fX)tential  for  economic  growth.  If  price  increases 
were  to  accelerate,  the  continuing  upward  movement  would  sooner  or  later 
undermine  the  confidence  on  which  our  economic  system  depends  and 
would  eventually  release  drastic  corrective  forces.  Since  some  of  the  forces 
that  tend  to  produce  an  upward  movement  of  prices  are  themselves  expres¬ 
sions  of  the  process  of  vigorous  grow'th  in  a  free  economy,  the  objective  of 
national  economic  policy  must  be  to  balance  encouragement  and  restraint. 

Clearly,  reasonable  stability  of  costs  and  prices  cannot  be  preserv’ed  by 
any  single  policy  or  measure,  nor  by  Government  acting  alone.  To  achieve 
the  goal  of  inflation-free,  sustainable  growth  requires  that  we  adopt  appro¬ 
priate  f)olicies  and  modify  certain  practices  in  both  the  public  and  private 
sectors  of  the  economy.  As  noted  in  Chapter  1 ,  every  group  in  the  Nation 
has  a  resp>onsibility  to  help  check  the  forces  which  contribute  to  increases  in 
costs  and  prices.  Although  success  depends  on  a  combination  of  appropriate 
public  and  private  policies  and  actions.  Government  must  supply  the  re¬ 
quired  leadership  and  direction  for  its  achievement. 
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A  Balanced  1960  Budget 


The  principal  means  by  which  Government  can  express  leadership 
in  the  effort  to  preserve  price  stability  is  to  conduct  its  own  hnancial 
affairs  prudently.  The  budget  submitted  to  the  Congress  for  the  fiscal 
year  1960,  which  balances  expenditures  with  receipts  at  a  level  of  $77 
billion,  seeks  to  fulfill  this  responsibility. 

The  expenditures  estimated  for  fiscal  1960  are  $3.9  billion  less  than 
those  estimated  for  the  present  fiscal  year.  A  few  items  account  for  most 
of  this  difference.  First,  an  important  part  is  accounted  for  by  a  nonre¬ 
curring  expenditure  of  about  $1.4  billion  for  the  increased  quota  of  the 
United  States  in  the  International  Monetary  Fund,  which  is  recommended 
for  the  fiscal  year  1 959. 

Second,  during  the  current  fiscal  year  the  Federal  National  Mortgage 
.Association  will  purchase  most  of  the  mortgages  for  which  commitments 
were  made  under  the  housing  legislation  enacted  in  April  1958.  Net  pur¬ 
chases  of  mortgages  under  this  spiecial  assistance  program  in  fiscal  1960  will 
be  about  $360  million  less  than  in  fiscal  1959. 

Third,  all  the  budget  transactions  in  1960  of  the  Federal  National  Mort¬ 
gage  .Association,  and  those  of  the  Exp)ort-Import  Bank  as  well,  are  being 
put  on  a  self-sustaining  basis  by  aligning  new  credit  extensions  more  closely 
with  collections  on  outstanding  credits  and  by  sales  of  pxjrtfolio  assets. 
The  resulting  reduction  in  net  budget  exp)enditures  between  1959  and  1960 
will  be  over  $300  million  for  the  Federal  National  Mortgage  Association 
and  almost  $250  million  for  the  Exp>ort-Imp>ort  Bank. 

Fourth,  the  expiration  on  April  1,  1959  of  the  law  providing  for  a  tem¬ 
porary  extension  of  the  duration  of  unemployment  comp>ensation  payments 
will  result  in  a  decrease  of  over  $400  million  in  expenditures  in  the  fiscal 
year  1960. 

Fifth,  the  termination  of  the  acreage  reserve  will  reduce  expenditures  in 
the  fiscal  year  1960  by  more  than  $700  million,  although  a  partially  off¬ 
setting  increase  will  occur  in  the  conservation  reserve  program. 

Sixth,  proposals  will  be  made  for  rate  adjustments  to  cover  the  costs 
of  op)erating  the  postal  establishment,  except  for  specified  public  services; 
these  propKJsals  will  lower  budget  exp)enditures  by  $350  million.  This  reduc¬ 
tion,  together  with  nonrecurring  items  affecting  budget  e.xpenditures  in 
the  fiscal  year  1959 — retroactive  pay  increases  and  higher  payments  for 
transp)ortation — account  for  the  decrease  of  the  postal  deficit  by  $645  million 
in  the  fiscal  year  1960. 

Seventh,  the  funding  of  retroactive  pay  increases  to  Federal  civilian 
employees,  apart  from  the  payments  to  postal  employees  mentioned  above, 
added  some  $250  million  to  expenditures.  These  payments  were  made 
mainly  in  the  fiscal  year  1959  and  do  not  recur  in  the  new  fiscal  year. 

Finally,  exjienditures  of  other  Federal  departments  and  agencies  will 
be  reduced,  to  the  extent  that  this  is  consistent  with  the  satisfactory  per¬ 
formance  of  their  respective  responsibilities. 
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Although  the  projected  expenditures  arc  lower  in  the  aggregate,  they 
include  increased  outlays  for  many  programs  that  support  the  growth  of 
our  economy  and  assist  growth  elsewhere  in  the  Free  World.  Outlays  for 
research  and  development  will  be  increased  over  $60()  million,  with 
emphasis  on  space  exploration,  peaceful  as  well  as  military  uses  of  ;stomic 
energy,  and  basic  science.  Federal  expenditures  to  improve  education, 
especially  in  science  and  mathematics,  will  rise  significantly.  Federal 
expenditures  for  the  conservation  and  development  of  land  and  water 
resources  (including  agricultural)  will  rise  almost  $2(X1  million.  All  Federal 
expenditures  for  civil  public  works — including  grants  to  States,  mainly 
from  the  Highway  Trust  Fund — will  be  increased  $700  million;  at  $.‘).2 
billion,  they  will  be  higher  than  ever  before.  Larger  expenditures  are 
estimated  for  other  grants  and  long-term  loans  to  foster  community  de¬ 
velopment.  Expenditures  by  the  Federal  Aviation  Agency,  primarily  for  the 
construction  and  operation  of  new  facilities  for  the  Federal  airways  system, 
will  increase  almost  $100  million.  Programs  will  be  proposed  for  assistance 
to  areas  where  unemployment  that  is  considerably  above  the  national  aver¬ 
age  persists,  and  for  grants  to  localities  for  the  modernization  of  aiqxirts; 
however,  the  latter  will  not  affect  expenditures  until  after  the  fiscal  year 
1960.  Higher  expenditui*es  are  expected  for  economic  and  technical  co¬ 
operation  under  the  Mutual  Security  Program,  but  because  of  a  reductif)ii 
in  the  military  assistance  portion,  expenditures  for  this  Program  as  a  whole 
will  be  decreased. 

The  revenues  projected  in  the  1960  budget  are  substantially  higher  than 
those  estimated  for  the  current  fiscal  year,  reflecting  the  confident  exjx-cta- 
tion  that  economic  recovery  will  be  extended  into  the  calendar  year  19')9 
and  beyond. 

Certain  actions  by  the  Congress  are  needed  to  give  effect  to  the  1960 
financial  plan.  First,  changes  are  required  in  the  laws  affecting  Federal 
revenues:  the  corporate  income  tax  and  excise  taxes  on  automobiles  and 
parts,  cigarettes,  distilled  spirits,  and  wines  and  beer  should  b<*  continued 
at  their  present  levels  for  one  year  beyond  June  30,  19.59;  a  temporary 
increase  in  the  Federal  motor  fuel  tax  should  b<*  enacted  to  continue  con¬ 
struction  of  the  Interstate  Highway  System  on  a  self-sustaining  basis;  the  tax 
on  aviation  gasoline  should  be  raised,  and  a  similar  rate  for  jet  fuels,  now  tax 
free,  should  be  enacted,  to  help  pay  the  Federal  cost  of  operating  the  airways; 
and  a  revision  in  postal  rates  should  be  authorized.  The  Congress  has  Ix'cn 
requested  to  enact  a  permanent  plan  for  the  taxation  of  life  insurance  com¬ 
panies,  and  it  will  be  asked  to  adjust  present  laws  relating  to  the  taxation 
of  cooperatives.  The  Congress  will  also  be  requested  to  sp)ecify  the  treat¬ 
ment  processes  which  shall  be  considered  as  mining  for  the  purpose  of 
computing  percentage  depletion  allowances  in  the  case  of  mineral  products. 
This  amendment,  prompted  by  court  decisions  and  similar  to  that  recom¬ 
mended  last  year  for  cement  and  clay  products,  would  prevent  an  unintended 
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extension  of  depletion  allowances  to  the  sales  price  of  finished  products. 
Recommendations  will  also  be  made  for  certain  additional  user  charges. 

Second,  the  Congress  will  be  reejuested  to  grant  wider  administrative 
authority  for  setting  maximum  interest  rates  for  various  credit  programs 
and  to  make  certain  adjustments  in  rates.  I'hese  include  the  Veterans 
Administration  programs  of  home  loan  guaranties  and  direct  home  loans, 
the  rental  (including  armed  services)  and  cooperative  housing  programs 
of  the  Federal  Housing  Administration  (Sections  207,  803,  and  213  of 
the  National  Housing  Act),  the  college  housing  program  of  the  Housing 
and  Home  Finance  .Ag«-ncy,  the  loan  program  of  the  Rural  Electrification 
.Administration,  and  ship  mortgage  loans  of  the  Maritime  Administration. 
The  flow  of  private  funds  into  home  construction  and  other  types  of  build¬ 
ing  is  restricted  when  market  interest  rates  are  high  relative  to  the  legally 
prescribed  ceiling  rates;  as  a  result,  the  volume  of  construction  is  restricted 
and  an  increased  part  of  its  financing  is  shifted  to  the  Federal  Government. 

riiird,  improvements  are  needed  in  the  procedures  by  which  appropria¬ 
tion  bills  are  enacted  into  law.  'I'he  Congress  will  be  requested  to  grant 
the  President  authority  to  veto,  or  reduce  the  amounts  for,  specific  items  in 
appropriation  bills  and  in  other  bills  authorizing  expenditures. 

Other  Governmental  FtNANCiAL  Policies 

.Acceptance  by  the  Congress  of  the  exptmditure  level  of  the  1960  budget 
would  be  the  most  important  single  step  in  discharging  Government’s  respon¬ 
sibility  to  help  preserve  the  stability  of  prices  and  costs  through  prudent 
management  of  its  own  finam  ial  affairs.  Moreover,  adherence  to  the 
pro|x)sed  expenditure  program  would  provide  an  opportunity,  as  budgetary- 
results  improve  with  economic  recovery,  to  promote  economic  growth  by- 
making  a  start  on  constructive  tax  reduction  and  reform.  The  growth  of 
the  .American  economy  was  significantly  aided  by  the  1954  tax  changes. 
But  our  tax  burden  remains  heavy,  and  in  important  resp<‘cts  Federal  ta.xes 
are  levied  in  ways  that  tend  to  weaken  the  incentives  on  which  we  mainly 
rely  for  vigorous  economic  expansion.  If  our  economy  grows  at  the  expected 
rate,  and  if  Government  spending  is  held  within  the  limits  set  in  the  pro¬ 
posed  budget,  a  significant  additional  step  in  tax  reduction  and  reform 
can  be  taken  in  the  reasonably  foreseeable  future. 

Federal  debt  management  jxilicies  are  also  pertinent  to  the  achievement 
of  sustainable  economic  growth  without  inflation.  In  the  formulation  of 
these  policies,  account  must  be  taken  of  the  necessarily  far-reaching  im¬ 
pact  on  the  economy  of  the  continual  refinancing  of  large  parts  of  the 
present  debt  of  $283  billion,  of  which  $228.5  billion  is  held  by  the  public. 
The  magnitude  of  this  refinancing  problem  is  indicated  by  the  fact  that 
$49  billion  of  the  marketable  debt  outstanding  at  the  end  of  1958,  exclusive 
of  $24  billion  of  13-  and  26-week  Treasury  bills,  will  mature  in  1959.  This 
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is  in  addition  to  the  cash  borrowing  in  the  market  required  by  seasonal 
needs  and  by  the  redemption  of  nonmarketable  debt. 

Insofar  as  possible,  financial  requirements  will  be  met  in  ways  designed 
to  reduce  the  frequency  of  Treasury  issues  and  to  improve  the  structure 
of  the  debt.  By  offering  securities  which  are  attractive  to  investors  outside  i 
the  banks,  particularly  to  savings  institutions,  pension  funds,  individuals, 
and  other  long-term  investors,  the  Treasury  can  avoid  undue  reliance  on 
bank  credit  and  thus  assist,  rather  than  interfere  with,  the  exercise  of 
monetary  policies  appropriate  to  the  maintenance  of  sustainable  economic 
growth  and  price  stability.  The  4  percent  bonds  due  in  1980  that  were 
announced  in  January  19.59  are  an  example  of  such  offerings. 

As  indicated  in  Chapter  2,  a  large  part  of  the  financing  of  the  19,’)9 
deficit  had  already  been  completed  by  the  end  of  the  calendar  year  1958 
without  impairing  the  effectiveness  of  monetarv  policy.  Completion  of 
needed  financing  will  bring  the  public  debt  to  .$285  billion  before  June 
30,  1959,  and  it  will  be  necessary'  to  renew  the  recpiest  made  of  the  Congress 
last  summer  for  a  permanent  debt  limit  of  $285  billion — $2  billion  higher 
than  at  present.  Adherence  to  the  1960  financial  plan  and  receipt  of 
revenues  as  expected  would  obviate  the  need  for  a  largiT  increase  in  the 
permanent  debt  limit.  But  a  temporary  increase  of  an  additional  amount  i 
will  be  needed  to  cover  heavy  borrowing  rec|uirements  in  the  first  half  of  i 
the  next  fiscal  year.  These  borrowings  would  be  repaid,  however,  before 
June  30,  1960. 

Finally,  the  maintenance  of  a  framework  of  price  stability  requires  the 
avoidance  of  excessive  extension  of  credit.  Responsibility  for  monetar\- 
and  credit  policies  rests  with  the  Federal  Reserve  authorities  who  have 
independent  status  within  Government.  However,  to  help  coordinate  the 
monetary  and  credit  policies  so  determined  with  the  economic  and  financial 
policies  of  the  Executive  Branch  of  Government,  frecpient  meetintjs  of 
principal  officials  have  been  held  for  the  exchange  of  views.  These  meetings  i 
have  proved  useful  and  will  be  continued. 

Additional  Governmental  .Actions  To  Maintain  Price  Stability 

.Adherence  to  the  financial  plan  presented  in  the  1960  budget  and  the 
pursuit  of  appropriate  monetry,  credit,  and  debt  management  policies 
would  help  attain  rising  production  and  employment  at  stable  prices. 
Governmental  actions  in  other  areas  can  also  help  to  maintain  price  stability 
as  our  economy  expands. 

First,  the  Congress  is  requested  to  amend  the  Employment  .Act  of  1946  to 
make  reasonable  price  stability  an  explicit  goal  of  Federal  economic  policy, 
coordinate  with  the  goals  of  maximum  production,  ‘'mployment,  and  pur¬ 
chasing  power  now  specified  in  that  Act.  Such  an  amendment  would 
strengthen  Government’s  hand  in  restraining  inflationary  forces  and  would 
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help  build  a  public  opinion  favorable  to  the  adoption  and  vigorous  applica¬ 
tion  of  needed  measures.  Ibis  amendment  would  make  it  clear  that 
(Jovernment  is  as  determined  to  direct  its  policies  toward  maintenance  of 
price  stability  as  it  is  to  employ  them  in  combating  economic  contraction. 

Second,  a  Cabinet  Committee  on  Price  Stability  for  Economic  Growth  is 
b«‘ing  established  to  follow  governmental  and  private  activities  affecting 
costs,  prices,  and  economic  growth;  initiate  studies  by  Government  or  by 
groups  of  private  citizens  of  price  stability  in  relation  to  economic  growth ; 
seek  ways  to  enhance  productivity  in  the  American  economy  and  to  build 
a  better  public  understanding  of  the  need  for  reasonable  price  stability  in  a 
free  society  and  of  tbe  conditions  nec  essary  to  achieve  this  objective. 

Third,  a  Committee  on  Government  Activities  Affecting  Prices  and  Costs 
is  being  established,  to  follow  the  operation  of  all  relevant  Federal  programs, 
including  those  involving  prtx  urement,  construction,  stcKkpiling,  and  com¬ 
modity  price  supp<irt,  and  to  make  recommendations  to  the  appropriate 
departments  or  agencies  or  to  the  President  for  the  administration  of  these 
programs  in  line  with  the  objective  of  reasonable  price  stability. 

Fourth,  questions  concerning  the  level  and  movement  of  consumer  prices, 
changes  in  wage  rates  and  earnings,  and  changes  in  productivity  have  as¬ 
sumed  such  significance  in  our  economy  as  to  require  more  and  better  sta¬ 
tistics  concerning  them.  Accordingly,  the  Bureau  of  the  Budget  has  been 
requested  to  accelerate  programs  for  enlargement  and  improvement  of 
public  information  on  prices,  wages  and  related  costs,  and  productivity. 

Additional  Mea-scrks  for  Economic  Growth 

The  Federal  policies  and  actions  outlined  above  will  do  much  to  assure 
a  vigorous  growth  of  our  economy,  free  from  inflation.  However,  additional 
measures  should  be  taken  by  Government  to  promote  the  Nation’s  economic 
-Strength  and  well-being. 

Competition 

The  vitality  of  our  economic  system  depends  in  large  part  on  vigorous 
competition,  which  would  be  enhanced  by  certain  improvements  in  our 
antitrust  laws.  The  Congress  is  urged  to  act  favorably  on  five  proposals,  as 
lollows:  to  authorize  Federal  regulation  of  the  merger  of  banking  institutions 
accomplished  through  the  acquisition  of  assets;  to  require  notification  to  the 
antitrust  agencies  when  firms  of  significant  size  that  are  engaged  in  inter¬ 
state  commerce  propose  to  merge;  to  grant  the  Attorney  General  power 
to  issue  civil  investigative  demands  under  which  the  necessary  facts  may 
be  elicited  when  civil  procedures  are  contemplated  in  antitrust  cases;  to 
make  cease-and-desist  orders  issued  by  the  Federal  Trade  Commission  for 
violations  of  the  Clayton  Act  final  unless  appealed  to  the  courts;  and  to 
authorize  the  Federal  Trade  Commission  to  seek  preliminary  injunctions 
in  merger  cases  where  a  violation  of  law  is  likely. 
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Small  Business 

Legislative  actions  taken  last  year  will  greatly  enlarge  the  opportunities 
for  the  formation  of  new  businesses  and  yield  important  benefits  to  existing 
small  concerns  and  to  the  economy  generally.  To  facilitate  the  access  of 
small  business  concerns  to  capital  and  credit,  the  Small  Business  .Adminis¬ 
tration  was  made  permanent;  its  loan  authorization  was  substantially 
increased ;  and  it  was  authorized  to  help  State  and  local  development  com¬ 
panies  extend  financial  and  other  aids  to  small  businesses,  and  to  license 
and  purchase  the  obligations  of  investment  companies  especially  organized 
to  provide  capital  on  a  long-term  debt  and  equity  basis  to  small  businesses. 

Small  concerns  may  also  be  expected  to  benefit  from  certain  changes  in 
the  tax  laws  enacted  by  the  last  Congress.  'These  include  ordinary-loss 
rather  than  capital-loss  treatment  for  losses  incurred  on  the  investment  of 
private  funds  in  small  business  investment  comj)anies;  similar  treatment 
of  losses  incurred  by  small  business  investment  companies  or  by  an  original 
investor  in  a  small  business  concern  (up  to  a  limited  amount)  ;  allowance 
to  small  business  investment  companies  of  a  100  percent  tax  deduction  for 
intercorporate  dividends  received,  rather  than  the  85  percent  generally 
permitted;  provision  of  an  additional  depreciation  allowance  for  the  acquisi¬ 
tion  of  new  and  used  tangible  personal  property;  the  option  for  certain 
small  corporations  of  having  their  profits  taxed  directly,  as  if  they  were 
partnerships;  the  option  to  pay  estate  taxes  over  a  period  of  up  to  10  years, 
where  the  estate  consists  largely  of  investments  in  closely  held  business  con¬ 
cerns;  extension  of  the  carryback  of  net  operating  losses  from  two  to  three 
years;  and  an  increase,  from  $60,000  to  $100,000,  in  the  minimum 
accumulated  earnings  credit. 

Other  steps  taken  in  1958  include  an  Act  to  improve  the  opfxirtunities  of 
small  business  concerns  in  obtaining  Government  procurement  contracts, 
and  a  new  program  of  the  Small  Business  Administration  to  facilitate  the 
sharing  by  small  companies  in  Government  research  and  development 
contracts. 

The  Cabinet  Committee  on  Small  Business,  which  was  established  in 
1956,  continues  to  follow  closely  the  position  of  small  Hrms  in  the  economy. 
A  recommendation  made  by  the  Committee  in  its  Second  Progress  Report 
is  called  to  the  attention  of  the  Congress  for  favorable  action,  namely  that 
the  Securities  and  Exchange  Act  be  amended  to  extend  the  privilege  of 
the  simplihed  Regulation  A  hlings  to  a  wider  range  of  security  issues. 

Although  signiheant  benehts  for  small  business  concerns  may  be  expected 
from  the  actions  already  taken  and  from  those  proposed,  the  long-run  health 
of  small  concerns  also  requires  an  environment  of  satisfactory  labor-manage¬ 
ment  relations  and  opportunities  to  retain  a  larger  share  of  business  earn¬ 
ings.  The  6rst  of  these  conditions  would  be  advanced  by  enactment  of 
the  proposals  made  below  for  changes  in  legislation  governing  labor-man¬ 
agement  relations.  The  second  would  be  advanced  by  adherence  to  the 
expenditure  level  proposed  in  the  budget  for  the  hscal  year  1960,  which 
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would  bring  closer  the  time  when  additional  steps  can  be  taken  to  make  our 
tax  system  more  conducive  to  economic  growth. 

Personal  Welfare 

Substantial  progress  has  been  made  by  the  States  in  recent  years  in  raising 
the  standards  of  the  unemployment  insurance  system.  Benefits  have  been 
increased  and  their  potential  duration  lengthened.  Coverage  has  been 
broadened  to  include  more  than  four-fifths  of  all  employees  in  nonagricul- 
tural  establishments. 

Still  further  improvements  are  necessary  and  desirable.  Enactment  of 
leuislation  is  re(|uested  to  provide  for  extending  the  coverage  of  the  system 
to  employees  of  firms  having  fewer  than  four  workers;  to  make  its  benefits 
available  to  employees  of  P'ederal  instrumentalities,  nonprofit  organizations, 
and  certain  other  groups;  to  bring  the  provisions  of  the  District  of  Columbia 
system  up  to  those  recommended  for  the  States;  and  to  provide  for  extending 
the  system  to  workers  in  Puerto  Rico.  Benefits  should  be  raised  so  that  the 
majority  of  covered  workers  will  be  eligible  for  payments  equal  to  at  least 
half  their  regular  earnings;  and  the  maximum  duration  of  benefits  should 
be  lengthened  to  26  weeks  for  any  person  who  qualifies  for  any  benefit  and 
who  remains  unemployed  that  long. 

rhese  steps  would  greatly  enhance  the  contribution  that  the  unem¬ 
ployment  compensation  system  makes  to  our  economy’s  capacity  to  resist 
recession.  During  the  recent  recession,  this  system  offset  directly  about  one- 
third  of  the  decline  in  wage  and  salary  payments.  Supplemented  by  tem¬ 
porary  legislation  providing  longer  duration  of  eligibility  for  employees  who 
exhausted  their  entitlement  to  benefits,  unemployment  insurance  payments 
substantially  alleviated  hardships  arising  from  loss  of  income. 

In  an  industrial  economy,  occupational  accidents  may  result  in  hardship 
for  an  employee  and  his  dependents.  It  is  therefore  again  recommended 
that  the  States,  which  have  primary  responsibility,  strengthen  their  systems 
of  workmen’s  compensation. 

Certain  legislative  improvements  are  required  in  programs  that  lie  within 
Federal  jurisdiction.  Proposals  will  be  made  to  the  Congress  to  extend 
the  coverage  of  the  Fair  Labor  Standards  Act.  Favorable  consideration  is 
again  requested  for  legislation  to  revise  the  ambiguous  and  outmoded  pro¬ 
visions  of  the  8-hour  laws  applying  to  Federal  and  federally  assisted  con¬ 
struction  projects  and  to  carry  out  the  principle  of  equal  pay  for  equal  work 
without  discrimination  based  on  sex. 

I  he  Economic  Report  of  1958  outlined  the  respnansibility  of  the  Gov¬ 
ernment  to  maintain  a  framework  of  laws  to  protect  the  basic  rights  of 
the  individual,  to  promote  integrity  in  labor-management  relationships, 
and  to  foster  better  industrial  relations.  Proposed  legislation  to  accom¬ 
plish  these  purposes  having  failed  of  enactment,  the  Congress  will  again 
be  requested  to  require  reporting  and  disclosure  of  financial  dealings 
between  employers  and  employee  representatives  and  their  agents,  and  to 
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require  public  reports  of  union  finances,  organization,  and  procedures. 
Requested  legislation  will  also  prescribe  standards  to  promote  democratic 
procedures  in  union  affairs,  including  the  election  of  union  officers,  and 
to  correct  abuses  in  the  supervision  of  the  affairs  of  subordinate  bodies. 
Modifications  will  be  proposed  in  the  law  governing  secondary  lx)ycotts, 
organizational  and  recognition  picketing,  and  representation  elections,  and 
authority  will  be  requested  for  the  States  to  act  in  labor-management  dis¬ 
putes  where  the  National  Labor  Relations  Board  declines  jurisdiction.  Leg¬ 
islation  will  also  be  requested  to  correct  shortcomings  in  the  Welfare  and 
Pension  Plans  Disclosure  Act  enacted  by  the  8r)th  ('ongress. 

Area  Assistance 

Despite  the  forward  economic  strides  of  the  Nation  since  the  war,  some 
communities  have  suffered  substantial  and  persistent  unemployment,  when 
measured  against  national  experience.  Federal  assistance  to  these  com¬ 
munities  is  required  not  only  to  mitigate  the  hardships  of  individuals  and 
families  but  also  to  provide  for  the  use  of  underutilized  resources,  to  the 
enhancement  of  the  national  welfare. 

A  program  of  as.sistance  through  development  loans  and  through  grants 
for  technical  studies  will  be  recommended  to  the  Congress  in  order  that  these 
communities  may  share  in  the  general  economic  advance.  By  design  and 
administration,  the  program  would  seek  to  complement  and  reinforce  com¬ 
munity  efforts  to  help  themselves,  to  encourage  maximum  participation  In 
State  and  local  agencies  and  private  investment  institutions,  and  to  create 
new’  job  opportunities  instead  of  merely  transferring  jobs  from  one  lo<  alit\ 
to  another. 

The  program  would  also  provide  technical  aid  to  towns  heavily  dependent 
on  a  major  industry’  and  to  rural  low-income  areas,  to  help  them  achie\e 
greater  economic  stability  through  diversification. 

Afiriculture 

Recommendations  will  be  made  to  the  Congress  by  the  Executive  with  a 
view’  to  reducing  the  cost  of  price  stabilization  operations,  stopping  the 
increase  of  surplus  stocks,  and  making  progress  in  the  reduction  of  accumu¬ 
lated  supplies.  Major  revisions  are  overdue  in  the  legislation  relating  to 
these  agricultural  programs.  In  their  present  form,  these  statutes  have  the 
effect  of  adding  many  billions  of  dollars  annually  to  the  Federal  budget.  Net 
budget  expenditures  for  agricultural  price  and  income  support  increased 
from  an  annual  average  of  $3.5  billion  during  the  fiscal  years  1955-58  to 
an  estimated  $5.4  billion  in  the  fiscal  year  1959. 

What  is  more,  experience  has  demonstrated  that  it  is  very  difficult  to 
foretell  reliably  how  much  the  Federal  Government  will  be  required  to 
expend  in  a  given  fiscal  period  under  what  are  essentially  open-end  com¬ 
mitments  for  price  support,  a  fact  that  greatly  complicates  the  management 
of  the  Federal  Government’s  fiscal  affairs. 
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pA’cn  those  large  expenditures  have  not  brought  farm  output  into  line 
with  commercial  demands  at  home  and  abroad  while  maintaining  and 
stabilizing  farm  income.  Ever  since  the  Korean  conflict,  the  aggregate 
output  of  our  farms  has  exceeded  these  demands  by  subs  antial  amounts. 
Steps  taken  to  reduce  surpluses  while  protecting  farm  incomes — Commodity 
CIredit  Corfxiration  support  of  prices  at  slightly  declining  minimum  levels, 
retirement  of  acreage  from  cultivation,  and  large  exports  under  loan  or 
subsidy  arrangements — have  not  succeeded  in  preventing  an  increase  in 
surplus  stor  ks.  By  June  30,  1959,  there  will  be  a  record  cari^over  of  1.3 
l)ilIion  bushels  of  wheat,  the  erjuivalent  of  more  than  2  years  of  domestic 
rerjuirettients,  and  a  carryover  of  1.8  billion  bushels  of  corn.  Stcx'ks  of 
cotton  remain  excessive;  stocks  of  tobacco  and  rice  are  large;  and  if  it  were 
not  for  the  surplus  disposal  program,  stocks  of  dairy  products  and  of  fats 
and  oils  would  be  high. 

The  investment  of  the  Commodity  Credit  Corporation  in  price  supported 
commodities  is  expected  to  rise  to  more  than  $9  billion  by  June  30,  1959, 
and  to  almost  $10.5  billion  by  June  30,  1960.  To  carry  out  existing  commit¬ 
ments  on  price  support  activities  will  probably  require  use  of  most  of  the 
Corporation’s  borrowing  authority  of  $14.5  billion.  Expenditures  of  the 
Federal  Government  for  storage,  transportation,  and  interest  on  these  sur¬ 
plus  holdings  are  estimated  at  $850  million  for  the  hscal  year  1959  and  at 
$  1 .2  billion  for  the  fiscal  year  1 960. 

The  recent  sharp  increase  in  the  cost  of  our  agricultural  programs  is  due 
in  part  to  exceptionally  favorable  crop  conditions  in  1958.  But  a  major 
part  of  the  increase  is  due  to  the  programs  themselves.  These  are  not 
properly  adjusted  to  the  rapidity  with  which  farm  technology  is  improving. 
Remedial  legislation  should  be  enacted  without  delay.  Even  though  action 
taken  at  this  time  can  become  effective  only  in  the  fiscal  year  1961,  steps  to 
bring  the  price  stabilization  expenditures  of  the  Federal  Government  under 
control  and  to  reduce  them  materially  are  urgently  needed. 

.\ctually,  the  majority  of  farm  people  derive  little  or  no  benefit  from  our 
agricultural  price  support  legislation.  Cattle  ranchers,  producers  of  p)Oultry 
and  eggs,  and  growers  of  fruits  and  vegetables  operate  their  fanns  today 
practically  without  price  supports.  Only  some  1 .5  million  of  our  commercial 
farmers  are  the  recipients  of  price  support  outlays  in  any  material  amounts, 
and,  within  this  group,  those  with  the  higher  incomes  are  the  main  benefi¬ 
ciaries.  More  than  2.5  million  farmers — whose  annual  sales  are  less  than 
$2,500  and  who  produce  each  year  only  about  9  jiercent  of  our  marketed 
farm  products — receive  only  very  small  supplements,  or  none  at  all,  to  their 
incomes  from  Government  expenditures  for  price  support. 

Foreign  Economic  Policy 

Next  to  maintaining  the  mutual  security  of  the  Free  World,  the  chief 
concern  of  the  United  States  in  its  foreign  economic  policy  is  to  promote 
conditions  favorable  to  the  exchange  of  goods,  services,  technology,  and 
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capital  among  nations,  and  to  assist  in  economic  growth  and  develop¬ 
ment.  The  efforts  to  rebuild  and  expand  the  economy  of  Western  Europ<- 
and  Japan,  to  which  we  have  contributed  so  much,  have  met  with  remark¬ 
able  success.  We  can  now  look  forward  to  increasingly  effective  par¬ 
ticipation  by  the  industrial  nations  of  Europe  in  the  task  of  supplying  credit 
and  investment  capital,  along  with  goods  and  serv’ices,  to  the  less  developed 
areas  of  the  world. 

The  United  States  will  continue  to  share  with  friendly  nations  its  ad-  i 
vanced  technology  and  the  achievements  of  its  scientific  research  in  public 
health,  resource  development,  agriculture,  industry,  and  commerce.  This 
policy  will  be  continued  through  our  technical  assistance  programs,  as  well 
as  through  international  agencies. 

The  impressive  gains  of  the  European  economies  have  been  accompanied 
by  efforts  at  removing  hindrances  to  foreign  trade.  At  the  end  of  19.')8, 
the  leading  European  countries  made  their  currencies  convertible  for  non¬ 
residents.  Simultaneously,  the  European  Payments  Union  was  replaced 
by  the  European  Monetary'  Agreement,  which  had  been  prepared  by  the 
Organization  for  European  Economic  Cooperation  several  years  earlier, 
to  become  effective  when  currency  convertibility  measures  were  taken. 
Although  these  countries  have  not  given  up  their  foreign  exchange  control, 
their  step  implies  the  intention  of  proceeding  further  with  the  removal  of 
discriminatory  controls  and  other  import  restrictions,  beyond  the  liberaliza¬ 
tion  measures  adopted  in  recent  months  by  the  United  Kingdom,  France, 
and  others. 

The  European  Economic  Community  of  six  continental  countries,  which 
came  into  existence  on  January  1,  19r>8,  has  lowered  duties  by  10  percent 
and  liberalized  quota  restrictions  as  a  first  move  in  connection  with  the 
development  of  its  common  market.  Some  of  these  concessions  have  been 
extended  to  other  countries. 

The  United  States  is  favorably  disposed  toward  such  regional  reduction 
and  eventual  elimination  of  trade  barriers;  but  as  a  signatory'  to  the  General 
Agreement  on  Tariffs  and  Trade,  it  insists  on  the  principle  that  such  regional 
arrangements  must  lead  to  the  creation  of  more  favorable  trade  relations 
with  other  countries.  The  new  authority  provided  by  the  C'ongress  last  year 
by  the  four-year  extension  of  the  Trade  Agreements  Act  will  be  used  in 
further  efforts  to  reduce  trade  barriers  on  a  reciprocal  basis,  and  the  enlarged 
loan  authority  of  the  Export- Import  Bank  will  promote  United  States 
exports  as  well  as  contribute  to  economic  growth  abroad. 

The  increasing  participation  of  other  industrial  countries  in  financing  the 
flow  of  trade  and  the  development  of  industrially  retarded  countries  is  reas¬ 
suring  and  welcome,  inasmuch  as  additional  economic  resources  are  thus 
brought  into  action.  However,  the  task  of  financing  sound  and  sustainable 
economic  development  in  large  areas  of  Latin  America,  Africa,  and  Asia 
is  of  such  scope  and  urgency  that  it  requires  joint  efforts.  In  this  connec- 
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tion.  the  Government  of  the  United  States,  together  with  other  members  of 
the  International  Monetary  Fund  and  the  International  Bank  for  Recon¬ 
struction  and  Development,  is  proposing  that  the  resources  of  those  institu¬ 
tions  be  enlarged.  Special  legislation  will  be  proposed  to  the  Congress. 

The  United  States  is  e.xploring  the  feasibility  of  cooperating  with  other 
countries  in  their  efforts  to  establish  regional  agreements  on  freer  trade 
and  economic  development.  An  inter-American  development  banking 
institution  is  under  consideration.  The  United  States  has  also  expressed 
its  readiness  to  support  a  regional  Arab  development  institution,  should  the 
.Arab  states  desire  it  and  support  it  with  their  own  capital.  Also  under 
study  is  an  International  Development  Assoi  iation,  which  would  be  affiliated 
with  the  International  Bank  for  Reconstruction  and  Development  and 
would  extend  to  less  develop(‘d  countries  loans  repayable  wholly  or  partially 
in  the  currency  of  the  borrowing  country.  Requests  for  authorizations  for 
some  of  these  programs  will  be  submitted  in  due  time  to  the  Congress. 

The  Development  Loan  Fund,  which  began  in  1958  to  extend  loans  for 
economic  growth  in  less  developed  countries,  needs  additional  obligational 
authority. 

.Authorization  for  sales  of  surplus  agricultural  commodities  for  foreign 
currency  under  Title  I  of  Public  Law  480  and  for  the  donation  of  such 
commodities  for  famine  relief  and  other  assistance  under  Title  II  expires 
December  31,  19.59.  In  view  of  the  continued  existence  of  heavy'  surpluses 
of  farm  products  and  the  desirability  of  using  such  stocks  constructively,  the 
authority  should  be  extended. 

Continuing  Programs  for  Economic  Growth  and  Improvement 

The  need  for  new  programs  or  for  legislative  changes  in  those  already 
in  existence  should  not  cause  us  to  neglect  the  contributions  to  economic  im¬ 
provement  that  are  made  by  continuing  programs  that  return  to  the  atten¬ 
tion  of  the  Congress  only  with  respect  to  the  amount  of  funds  they  annually 
require  or  for  occasional  legislative  revision. 

Under  the  1960  budget,  the  Federal  Government  will  continue  activities 
which  will  strengthen  the  Nation  in  health,  education,  scientihc  develop¬ 
ment,  transportation,  and  other  important  areas.  The  Federal  Govern¬ 
ment's  efforts  will,  of  course,  be  supplemented  by  the  efforts  of  State  and 
local  governments  and  by  countless  private  undertakings.  This  blend  of 
public  and  private  action  will  enable  us  to  take  full  advantage  of  the 
opportunities  that  lie  before  us  for  an  improvement  in  the  level  of  living. 

Nowhere  are  these  opportunities  more  plainly  registered  than  in  recent 
Census  Bureau  projections  of  population  growth,  which  has  proved  a  sure 
avenue  of  economic  progress  in  American  circumstances.  The  lowest  of 
these  new  projections  indicates  a  rise  to  202.5  million  persons  by  1970, 
from  the  present  175  million;  the  highest,  a  rise  to  219.5  million.  The 
corresponding  estimates  for  1975  are  215.8  million  and  243.9  million. 
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Projections  for  selected  age  groups  suggest  the  magnitude  of  the  develop¬ 
ing  demand  for  schooling.  By  mid- 1962,  children  of  elementary  school  age 
(5-13  years)  should  number  about  34.5  million,  3.3  million  more  than  the 
corresponding  total  for  mid- 1958;  and  the  annual  growth  of  this  grou[) 
may  exceed  1  million  during  the  remainder  of  the  1960’s.  The  number 
of  children  of  high  school  age  (14-17  years),  which  was  about  10.6  million 
in  mid- 1958,  may  increase  to  12.9  million  by  mid- 1962  and  to  15.9  million 
by  mid-1970.  By  1962,  the  number  of  college-age  persons  (18-21)  may¬ 
be  about  10.7  million;  in  1975,  about  16.3  million,  or  twice  the  1957  hgure. 

Education 

To  discharge  fully  their  traditional  obligation  to  the  younger  generation. 
State  and  local  governments  will  obviously  have  to  increase  their  efforts 
greatly  to  provide  needed  school  buildings,  equipment,  and  teachers,  par¬ 
ticularly  for  secondary  education.  State  and  private  institutions  will  have 
to  do  likewise  to  accommodate  greater  numbers  of  college  and  graduate 
students. 

In  the  areas  of  secondary  and  higher  education,  additional  support  is  beinsf 
requested  for  the  science  and  education  programs  administered  by  the 
National  Science  Foundation  and  the  Department  of  Health,  Education, 
and  Welfare.  Projected  expenditures  of  the  first  of  these  agencies  for  science 
education  during  the  fiscal  year  1960  are  almost  one-fifth  greater  than  the 
estimated  expenditures  for  1959  and  four  times  the  1958  outlay.  The  in¬ 
creased  expenditures  would  be  made  for  graduate  and  faculty  fellowships 
and  for  training  high  school  and  college  teachers  of  science  and  mathematics. 

Further  Federal  assistance  to  secondary  and  higher  education  is  provided 
under  the  National  Defense  Education  Act  of  1958,  through  contributions  to 
student  loan  funds;  matching  grants  to  States  for  equipment  needed  in  teach¬ 
ing  science,  mathematics,  and  foreign  languages;  fellowships  for  graduate 
study;  grants  to  States  for  guidance,  counseling,  and  testing  services;  and 
support  of  training  programs  for  foreign  language  teachers.  Two  other 
important  features  of  the  Act  are  the  authorization  of  Federal  financial 
as.sistance  to  States  for  improving  educational  statistics,  and  the  authori¬ 
zation  of  a  unit  in  the  Federal  Government  to  provide  or  arrange  for 
abstracting,  translating,  and  other  services  to  improve  the  distribution 
of  scientific  information. 

Personal  Security  and  Health 

Programs  designed  to  enhance  personal  security  also  contribute  to  the 
Nation’s  economic  strength  and  well-being.  Protection  from  want  in  old 
age,  for  families  losing  breadwinners,  and  for  persons  permanently  disabled 
is  afforded  by  the  Federal  Social  Security  system.  Broadening  of  the  cover¬ 
age  of  the  Old  Age,  Survivors,  and  Disability  Insuraitce  program  in  recent 
years  to  nearly  90  percent  of  all  persons  in  paid  employment,  together  with 
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the  normal  increase  in  the  number  of  persons  eligible  for  benefits,  has  in¬ 
creased  benefit  payments  from  $5.7  billion  in  1956  to  $7.3  billion  in  1957,  and 
to  an  annual  rate  of  $8.9  billion  at  the  end  of  1958.  The  increase  in  1958 
played  an  important  role  in  helping  to  maintain  the  flow  of  incomes  during 
recession.  Benefits  are  currently  being  paid  to  more  than  12  million  persons, 
and  the  average  monthly  benefit  for  old  age  is  approximately  $66.  Amend¬ 
ments  adopted  in  1958  increa.sed  benefit  amounts,  which  had  been  prac¬ 
tically  unchanged  since  1954,  by  7  p)ercent,  effective  in  January  1959. 
Taxes  were  also  increased  in  order  to  strengthen  the  actuarial  basis  of 
the  program. 

Federal  contributions  to  State-operated  public  assistance  programs  in 
behalf  of  the  aged,  the  blind,  the  disabled,  and  dependent  children  will 
continue  to  ri.se  in  fiscal  year  1960.  An  Advisory  Council  authorized  by 
recent  legislation  is  studying  the  appropriate  distribution  of  financial  respon¬ 
sibility  between  the  Federal  Government  and  the  States. 

Through  the  Rural  Development  Program  initiated  in  1955  and  carried 
forward  through  existing  agencies  under  the  guidance  of  an  interagency 
committee  of  the  Federal  Government,  efforts  are  being  made  to  aid  farm 
families  most  in  need  of  assistance.  The  program  now  reaches  more  than 
100  rural  counties.  Beneficial  results  in  the  form  of  increased  job  opportu¬ 
nities.  improved  farm  practices,  and  higher  standards  of  living  are  already 
evident. 

In  the  area  of  health,  sharply  increasing  outlays  have  b<-en  made  in  recent 
years  for  the  medical  research  and  training  programs  administered  by  the  Na¬ 
tional  Institutes  of  Health  in  the  Department  of  Health,  Education,  and 
Welfare.  Sizable  funds  have  also  been  exp)ended  to  assist  the  construc¬ 
tion  of  hospitals  and  health  research  facilities.  Expenditures  will  increase 
further  in  the  fiscal  year  1960.  The  budget  also  provides  larger  sums  for 
the  enforcement  of  the  food  and  drug  laws,  including  administration  of  the 
new  chemical  additives  amendment  enacted  in  1958. 

Construction  and  Transportation 

The  increase  in  population  and  changes  in  the  location  patterns  of  people 
and  industry  will  require  greater  public  and  private  investment  in  fields 
other  than  education.  The  formation  of  new  families  and  the  continuing 
movement  from  cities  will  require  additional  residential  construction  and 
places  of  worship  and  commercial  and  community  facilities  of  all  kinds, 
mcluding  utilities.  Responsibility  for  these  undertakings  rests  largely  on 
private  individuals  and  firms,  but  Government  programs  of  loan  insurance 
and  guaranty  make  an  important  contribution  to  home  construction.  The 
effectiveness  of  these  programs  would  be  materially  increased  by  favorable 
action  on  the  proposals  made  to  the  Congress  to  grant  greater  discretionary 
authority  to  the  Executive  for  determining  maximum  interest  rates  on  cer¬ 
tain  insured,  guaranteed,  and  direct  loans.  Other  propiosals  for  changes 
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in  present  laws  affecting  housing  and  home  financing  and  the  program  of 
Federal  assistance  to  urban  renewal  projects  will  be  made  to  the  Clongress. 

Construction  of  Federal-aid  highways,  which  form  a  vital  part  of  the  net¬ 
work  of  roads  connecting  our  cities,  is  increasing  rapidly.  The  interstate 
highway  program,  enacted  in  19.'i6,  authorizes  construction  of  41,000  miles 
of  limited-access  roads  linking  90  percent  of  all  cities  with  50,000  or  more 
inhabitants,  as  well  as  many  smaller  places  along  the  way.  The  Federal 
share  of  the  cost  is  financed  out  of  revenues  obtained  from  highway  users. 
Proposals  are  being  made  to  keep  the  program  on  this  self-supporting  basis. 

In  the  calendar  year  1958,  total  capital  outlays  for  Federal-aid  and  all  other 
new  highway  construction  reached  $6.2  billion,  about  $600  million  more 
than  in  1957  and  about  three  and  one-half  times  the  outlay  of  a  decade  ago. 
Still  higher  expenditures  may  be  expected  in  the  present  calendar  year  and 
in  several  succeeding  years. 

Recent  legislation  will  also  strengthen  the  air,  rail,  and  waterway  com¬ 
ponents  of  the  Nation’s  transportation  system.  A  unified  Federal  .'\viation 
Agency  will  allocate  air  space,  develop  and  operate  a  common  system 
of  navigation  facilities  for  civil  and  military’  aircraft,  and  make  and  enforc  e 
safety  regulations  for  civilian  aviation.  The  Transportation  Act  of  1958  j 
and  the  repeal  of  Federal  excise  taxes  on  the  transportation  of  property,  ii 
also  enacted  last  year,  will  help  improve  the  physical  and  financial  condition  i 
of  the  railroads.  I 

The  St.  Lawrence  Seaway,  which  will  open  in  the  spring,  will  provide 
deep  water  transportation  almost  half-way  across  the  continent,  reducing  j 
shipping  costs  and  directly  serving  eight  States  that  have  almost  two-fifths 
of  the  population  and  constitute  the  agricultural  and  industrial  heart  of  the 
land.  User  tolls  will  make  the  Seaway,  constructed  with  Federal  funds 
in  a  joint  venture  with  the  Canadian  Government,  a  self-liquidating  projec  t. 

IVater  Projects  and  Mineral  Exploration 

Many  public  and  private  programs  are  improving  the  Nation’s  base  of 
material  resources.  Water  and  related  power  projects  under  way  will 
facilitate  the  economic  development  of  the  Western  states.  Federal  ex- 
jDenditures  for  such  projects  are  much  higher  than  they  were  a  few  years 
ago,  and  further  increases  are  expected  in  1960  and  1961.  Progress  toward 
economical  conversion  of  saline  to  fresh  water  by  chemical  and  other  tec  h¬ 
niques  will  be  assisted  by  1958  legislation  for  the  construction  of  demonstra¬ 
tion  plants  and  by  increased  appropriations  for  tbe  fiscal  years  19.59  and 
1960.  Other  contributions  to  the  resource  base  are  envisaged.  In  1958. 
legislation  authorized  a  continuing  program  of  assistance  to  minerals  ex¬ 
ploration.  The  Congress  is  requested  to  enact  a  long-range  program  for 
conservation  of  the  Nation’s  supply  of  helium  gas,  encouraging  maximum 
private  participation  in,  and  financing  of,  this  endeavor. 
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Research  and  Development 

'I'lie  Nation's  technoloiiical  base  is  bcintf  strengthened  by  Government  pro¬ 
grams  in  support  of  scientific  research  and  development.  Many  of  these 
programs,  though  undertaken  initially  or  primarily  to  maintain  the  Nation's 
military  might,  contribute  increasingly  to  peaceful  technolog\’.  Thus,  the 
billions  of  dollars  spent  annually  for  military  research  and  development  are 
extending  the  horizons  of  civilian  industry',  providing  experience  for  pro¬ 
fessional  and  other  skilled  workers,  and  expanding  private  opportunities  for 
investment  in  new  materials,  processes,  and  products. 

The  benefits  to  be  derived  from  research  and  development  activities  can 
be  enhanced  by  closer  working  relations  between  Government  and  private 
interests.  Large  companies  and  universities  already  participate  extensively 
in  Government  contract  or  Government-supported  research,  supplementing 
the  substantial  endeavors  conducted  on  their  own  account.  The  research 
capabilities  of  small  companies  are  nc'cessarily  limited,  but  many  small 
firms  have  formal  programs  under  way  and  some  have  achieved  notable  suc¬ 
cess.  Explicit  provision  for  the  eniouragement  of  research — direct  and 
Government  contract  by  small  businesses  was  made  in  the  1958  revision 
of  the  Small  Business  Act. 

Most  current  resea rdi  and  development  activity  involves  the  useful  appli¬ 
cation  of  known  principles  rather  than  the  search  for  new  avenues  of  funda¬ 
mental  advance.  Greater  attention  can  appropriately  be  given  by  private 
enterprise  to  the  advantages  obtainable  from  basic  research.  Meanwhile, 
Goveinm«‘nt  expenditures  for  basic  resc'arch  are  rising.  For  all  agencies, 
they  will  amount  to  about  $500  million  in  the  fiscal  year  1960.  In  the  same 
year.  exp<‘nditures  by  the  National  Science  Foundation  for  basic  research 
will  be  alx>ut  one-third  above  the  figure  for  1959  and  more  than  double 
that  for  1958. 

In  the  field  of  atomic  energy,  important  strides  have  been  taken  toward 
the  adaptation  of  military  technology  to  peaceful  uses.  A  full-scale  proto¬ 
type  atomic  power  reactor  was  op<-rated  in  1958,  and  other  plants,  of  com¬ 
mercial  size,  are  being  planned  and  built  under  cooperative  industry-Govern- 
ment  arrangements.  The  wider  industrial,  agricultural,  and  medical  use 
of  radioisotopes  and  radiation  sources  is  being  stimulated.  Incentives  are 
being  provided  to  private  organizations  for  the  commercial  undertaking  of 
activities  heretofore  performed  only  by  the  Government.  Technical  and 
financial  assistance  is  being  given  to  the  European  Atomic  Energy  Com¬ 
munity,  and  through  bilateral  agreements  to  separate  nations,  in  the  devel¬ 
opment  of  power  reactors  and  provision  of  small-scale  reactors  for  research 
and  training.  Other  efforts  are  being  made  through  the  International 
Atomic  Energs-  Agency  and  through  diplomatic  negotiations  to  realize  more 
fully  for  the  world  the  peaceful  possibilities  inherent  in  nuclear  fission.  And 
progress  is  being  made  in  cooperative  international  research  on  the  genera¬ 
tion  of  electric  power  by  the  controlled  release  of  fusion  energy — a  project 
which,  if  successful,  promises  great  benefits  to  mankind. 
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